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RURAL  CREDIT  AKD  MULTIPLE  INSURANCE. 


SuBcoMMrmcE  on  Banking  and  Currency, 

House  of  Representatives, 

Thursdav,  August  11,  1921. 
The  subcommittee  met  at  10.30  o'clock  a.  m.,  Hon.  Clarence  MacGregor 
(clminiian)  presiding,  and  Hons.  James  W.  Dunbar  and  Eugene  Black,  mwn- 
bers,  in  attendance. 

The  Chairman.  I  woidd  like  to  make  this  preliminary  statement  on  thi^ 
matter: 

The  chairman  of  the  Banking  and  Currency  Committee  has  appointed  this 
subcommittee  to  consider  generally  the  subject  of  rural  and  agricultural 

cre<lits.  This  is  a  subject  of  vast  importance  to  the  welfare  of  the  Nation^ 
It  is  the  hope  of  the  subcommittee  that  we  may  aid  in  solving  the  perplexing 
problems  of  f  urnisliiug  adequate  linancial  facilities  to  millions  of  our  citizens 
engaged  in  the  basic  industry  of  agriculture. 

There  are  6,448^  farms  in  the  United  States,  with  an  acreage  of  nearly 
1,000,000,000  acres.   The  total  value  of  all  farm  property  is  $77,925,989,073. 

It  has  been  well  said  that  the  country  can  do  without  the  city,  but  the  city  - 
can  not  do  without  the  country.  The  prosperity  of  the  countrv  is  dependent 
upon  the  prosperity  of  the  farmer.  We  must  heed  to  the  fact  that  the  tendency 
for  the  youth  of  the  country  is  to  leave  the  farm  for  the  city.  The  census  figures 
shows  that  now  the  larger  percentage  of  the  population  of  the  United  States 
is  in  the  cities  and  towns  of  the  country.  Many  have  left  the  farm  because 
of  the  easier  life  of  the  city;  many  liave  left  because  they  could  obtain  success 
with  a  less  expenditure  of  physical  effort.  One  of  the  great  contributing 
causes  to  unsuccessful  effort  upon  the  farm  is  the  failure  of  many  to  have 
at  hand  working  capital.  A  young  man  could  become  a  merchant  in  the 
village  and  secure  credit  from  the  village  bank,  but  no  machinery  has  been 
provided  by  which  he  could  secure  working  capital  for  running  the  farm. 

The  enactment  of  the  Federal  farm  loan  law  has  been  a  great  step  in 
advance,  but  it  does  not  go  far  enough.  In  most  instances  that  affords  a  means 
of  securing  the  farm,  but  it  does  not  give  him  anything  to  work  with. 

We  seek  light  upon  this  important  proposition  and  will  be  pleased  to  listen 
to  all  who  can  aid  in  the  solution  of  the  problem. 

Although  this  stibcommittee  is  to  consider  the  matter  generallv,  we  have 
before  us  at  the  present  time  H.  R.  7879,  introduced  by  Mr.  McFadden.  the 
chairman  of  the  Committee  on  Banking  and  Currency,  entitled  "A  bill  to 
standardhse  paper  for  agricultural  production,  to  establish  discounts  markets 
for  such  paper,  to  create  two  necessary  fiscal  and  financial  agents  for  the 
Government  of  the  United  States,  and  for  other  purposes." 

(The  bill,  H.  It.  7879,  referred  to  and  submitted  by  the  chairman,  is  here 
printed  in  full,  as  follows:) 

A  BILL  To  standai'dize  paper  for  a^icultural  production,  to  establish  discount  marketa 
for  such  paper,  to  create  two  necessary  fiscal  and  financial  agents  for  tlie  Gov- 
ernment of  the  United  States^  and  for  other  parposea 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
^^tates  of  Ameriea  in  Congress  assemhlrd.  That  the  short  title  of  this  act  shall 
be  the  rural  credit  and  multiple  insurance  act,  and  the  two  corporations  cre- 
ated by  this  bill  shall  be  referred  to,  respectively,  as  follows :  The  rural  credit 
society  shall  be  referred  to  as  the  society  and  the  liberty  insurance  league  shall 
be  referred  to  as  the  league. 

Sec.  2.  That  the  commissioners,  directors,  and  trustees,  respectively,  of  said 
two  corporations  and  bo<lies  politic  and  financial  and  fiscal  agents  hereby  cre- 
ated shall,  by  the  name  of  the  rural  credit  society  and  liberty  insurance  league, 
have  succession  and  be  able  to  sue  and  be  sued,  implead  and  be  impleaded,  in 
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all  The  courts  of  the  United  States,  and  each  to  imike  and  use  a  common  seal, 
and  the  snine  to  alter  and  amend  at  pleasure. 

Skc.  3.  That  L.  L>.  May,  of  Granville  Center,  Bradford  County,  Pennsylvania; 

Witt  Sears,  of  Thorp  Spring,  Hood  County,  Texas ;  and  ,  of  ;-,  are 

hereby  designated  and  created  commissioners,  with  poAvej'  and  authority  to 
neirotiate.  in  the  manner  expressly  provided  in  Article  VI  of  the  charter  cre- 
ariim  said  liberty  insurance 'leajrne.  with  any  solvent  and  well-established  life 
insuraure  conij^anv  incorporated  under  the  laws  of  some  one  of  the  several 
States  having  approved  assets  of  not  less  than  $400,000,000  for  the  purpose  of 
inducing  one  of  such  companies  to  accept  the  terms  of  the  charter  creating  said 
liberty  insurance  leairue.  and  ajrree  and  bind  itself  to  operate  thereundei*  and 
he  governed  solely  l»y  the  terms  and  ]M*ovisions  thereof;  and  said  counnis- 
sioners  are  further  authorized  and  empowered  to  organize  said  rural  credit 
society  in  the  nianiier  expressly  provided  in  Article  VIII  of  the  charter  cre- 
ating said  roral  credit  society. 

Sfx.  4.  That  one  of  said  financial  and  fiscal  agents,  to  wit,  the  said  rural 
creilit  s(v  iety  shall  operate  and  be  governed  solely  by  the  terms  of  its  charter, 
which  shall  read  as  follows: 

chaktkk  of  the  rukal  ckkdit  society. 
Abtiole  L 

Skcttox  1.  Name  i^v  <  oiipoka tton. — The  name  of  the  corporation  shall  be  the 
rural  credit  society,  which  is  referred  to  herein  as  the  society. 

Abticxc  IL 

Sk<  Tiox  1.  Xati're  of  Rrs^^'Kss. — The  nature  of  the  society's  business  shall 
Ih'.  and  it  is  hereby  autborized  and  enrjiowered,  to  do  and  transact  a  general 
banking  and  credit  business  through  its  executive,  branch,  and  ronunune  offices, 
and  throngh  such  agmts,  a^ncies,  and  auxiliaries  as  its  by-laws  may  pre- 
scribe, to  buy  and  sell,  and  contract  for  tlie  i^urchase  and  sale  of,  securities, 
of  moneys  of  tlie  United  States,  and  of  ixold  bullion,  to  buy  and  own  in  per- 
petuity such  real  estate  as  may  be  deemed  necessary  for  its  executive  and 
branch  offices  and  the  same  to  disix)se  of  at  its  pleasure,  to  own  and  hold 
for  a  period  not  to  exceed  ten  years  such  real  estate  as  It  may  acquire  through 
foreclosure  proceedings  and  the  same  to  dispose  of  in  like  manner,  to  act  as 
the  fiscal  and  financial  acrent  for  the  Government  of  the  United  States  within 
the  ]iowers  conferre^l  up<m  it  in  this  article  and  on  such  terms  as  may  be 
prescribed  by  the  Secretary  of  Agriculture  and  approved  by  the  society's  board 
of  directors:  Provided,  That  neither  the  society,  its  branches,  communes, 
agents*  agencies,  nor  auxiliaries  shall  issue  demand  payable  printed  bank 
notes,  commonly  denominated  current:  Provided  lurthe/r^  That  the  society's 
communes  shall  not  receive  deposits. 

Article  III. 

Skction  1.  Pt.ace  of  execx'tive  office. — The  temporary  executive  office  of 
tte  society  shall  be  located  by  its  board  of  directors  at  their  first  meeting,  at 
which  place  it  sball  remain  for  a  period  of  five  years,  when  the  board  shall 
establish  a  jiermanent  executive  office  by  a  majority  vote:  Provided,  That  the 
board  may.  by  a  two-thirds  vote,  chan^  the  location  of  such  office  thereafter. 
Board  meetings  may  be  hdd  at  such  ^aces  in  the  United  States  as  its  by-laws 
may  prescribe. 

AsTici£  IW 

Section  1.  Capital. — ^The  capital  of  the  society  shall  consist  of  a  guaranty 
fund  and  the  stock  of  its  branches  and  communes. 

Paragraph  1.  Guabanty  fi^nd. — The  guaranty  fund  shall  consist  of  $25^- 
ooo.OOi^.  \\hich  shall  be  furnished  and  paid  in  by  the  Government  of  the 

United  States. 

SUJUPARAGKAPH  1.  WhEN  GOVERNMENT  SHALL  PAY  IN  GUARANTY  FUND. — ^When 

the  commissioners  have  induced  such  a  life  insurance  company  as  is  descrUbed 

im.  section  3  of  the  act  creating  this  charter  to  accept  the  said  liberly  insur- 
ance league  charter,  and  the  Secretary  of  Commerce  has  approved  their  acts 
«od  issued  a  statement  authorizing  said  league  to  begin  business  under  such 
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ehart^,  the  Secretary  of  Commerce  shall  then  draw  a  voucher  on  The  Trea^^urer 
of  the  United  States  for  $25,000,000,  who  shall  cause  such  sum  t<»  be  paid 
Into  the  treasury  of  such  league,  to  be  held  in  trust  and  invested  bv  such 
league  for  the  use  and  benefit  of  the  society  until  the  Secretary  of  Agriculture 

orders  the  league  to  pay  the  same,  principal  and  interest  into  the  treasury  of 
the  society,  less  the  compensation  allowed  for  the  risk  and  expense  for 
accepting  such  trust,  as  is  provided  in  Article  X  of  said  Uberty  msurance 
league  charter. 

Sttbpar.  2,  Sinking  fund  to  kbtibk  guakanty  fund.— Within  three  months 

after  the  1st  day  of  January,  each  year,  the  s-ociety  ^all  cause  to  be  paid  into 
the  Treasury  <>f  tbe  United  States  one-tenth  of  1  per  centum  per  annum  on  all 
loans  and  discounts  made  or  renewed  to  its  uiembers  the  preceflinu  year,  eudin^r 
Decranber  81,  which  payments  shall  be  invested  under  the  direethui  of  the 
Secretary  of  the  Treasury,  for  the  use  and  ben^t  of  the  sinking  fund  of  said 
society  to  retire  the  guaranty  fund  and  interest  thereon ;  and  when  the  sinking 
fund,  principal  and  interest,  equals  the  principal  paid  In-  the  Government, 
together  with  simple  interest  at  the  rate  which  the  Government  has  to  pav  for 
the  money  so  advancetl  by  it,  then  this  sul>para^n-aph  shall  be  of  no  effect  and 
the  society's  obligation  to  the  Government  on  account  of  the  guarantv  fund 
lAiall  be  canceled. 

SUBPAK.  3.  Branch  stock.— Each  of  the  forty-e^ght  branches  shall  have  a 
capital  stock  of  SafMMK).  and  the  stock  of  each  branch  shall  be  fullv  paid  in  <-asb 
before  such  branch  l)e.:rins  business.  Such  capital  shall  be  paid  bv  tbe  Lib.-rty 
,  Insurance  League,  and  the  society  shall  eause  stock  certificates  to  be  executed 
and  delivered  to  the  league  as  evidence  of  such  payment  and  its  ownership  of 
such  stock.  Such  stock  shall  be  nonassessable  and  nontransferable  and  paid 
an  annual  dividend  by  the  society,  if  earned,  of  6  per  centum,  which  di^ideid 
shall  be  cunuilative. 

SuBPAR.  4.  CoMMrNE  STOCK— The  stock  of  the  connnunes  sliall  W  subscribed 
and  paid  for  in  cash  by  the  meml>ers  of  the  respective  conmuuies.  Such  stock 
shall  be  of  the  par  value  of  $5  each,  for  which  certificates  shall  be  executed  and 
delivered  to  the  subscribing  members  by  the  managers  of  the  respective 
brandies.  Such  stock  shall  l»e  nontransferable  while  the  subscribing  own'U*  is  a 
member  of  the  society:  lUuvUKih  That  a  membei'  may  reduce  tlie  amounr  of  bis 
comnmne  stock  by  complying  with  the  terms  of  the  by-laws  and  subparagraph  4 
Of  Article  V  of  this  charter.  The  commune  stock  shall  be  nonassessaiue  and 
paid  such  annual  dividend,  if  earned,  as  the  advisory  council  of  the  respective 
director's  district  may  declare:  Provided  fuHher,  That  no  dividend  shall  be 
paid  on  the  comnuine  stock  of  a  director's  district  until  such  branch  has  accu- 
mulated a  safe  surplus  in  the  judgment  of  the  board  of  directors. 

ABTtCIS  V. 

Sectfox  1.  roM^ri'XE. — Tbe  word  "commune"  as  used  in  this  charter  shall 
denote  a  voluntary  local  association  of  farmers  toy  rlie  purpose  of  im])ntving 
their  productive  creilit  facilities,  and  the  persons  comprising  the  commune  shall 
be  referred  to  as  membm». 

Paragbaph  1.  CJiAssmcATioN  OF  MSUBKBs. — ^There  shall  be  two  classes  of 
members,  voting  and  nonvoting  members.  The  privilege  of  voting  the  election 
of  those  to  control  the  corporation  shall  t>e  exercised  by  the  voting  memb^ 
only. 

SuBPAR.  1.  How  TO  BECOME  A  VOTING  MEMBER. — To  bccome  a  voting  member, 
a  nonvoting  member  shall  obtain  the  unanimous  vote  of  the  voting  members  of 
his  commune. 

SuBPAR.  2.  :\lTXTArT'^r  NT'MUER  OF  VOTING  HSHBEss. — Each  commuuc  must  have 
at  least  seven  voting  members. 

Si  Hi*  VK.  o.  Expulsion  of  a  member. — The  voting  members  of  any  commune 
may  by  a  majority  vote  expel  a  member, 

StmPAR.  4.  V01.UNTABT  RBBiONATiON  OF  M^iKNSBS. — ^Any  member  may  volun- 
tarily withdraw  his  membership  from  his  commune  at  will,  to  take  effect  im- 
mediately; but  a  member  of  a  commune  of  the  first  and  second  class  shall  be 
personally  liable  for  the  payments  of  the  debts  contracted  by  the  connnune 
while  be  is  a  member  thereof  and  until  the  1st  day  of  January  next  after  he 
ceases  to  be  a  member;  and  the  commune  sto(±  of  a  member  of  any  class  of 
commune  shall  be  liable  for  the  payment  of  the  debts  contracted  by  the  com- 
munedS  of  that  director's  district^  while  he  was  a  m^ber  and  until  the  1st  day 
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of  January  next  after  lie  ceases  to  be  a  member,  which  liabihty  shall  attedl 
and  hei  onie  bindiuir  in  the  order  provided  in  section  3  of  this  article. 

Se(  .  L\  Classifk  atiox  of  communes.— There  shaU  be  three  classes  of  com- 
munes— lirst.  second,  and  third  class.  * 

Pa&agraph  1.  GoscuuNEs  OF  FIRST  CLASS-— Communes  of  the  first  class  shall 
comi»rise  those  situated  in  States  whose  laws  permit  the  waiver  of  liomestead 
and  execution  exemptions  of  such  m^nbers,  and  tlie  members  of  which  actually 
execute  valid  waivers  of  such  exemptions  and  agree  and  bind  themselves  to 
become  jointly  and  severally  liable  for  each  and  every  credit  obligation  con- 
tracted by  the  members  of  their  respective  communes  while  they  were  members 
and  until  the  1st  day  of  January  next  after  they  cease  to  be  members. 

SUBP^VBAGRAPH  1.  CSEDIT  L1MITATU>XS  OF  THE  FIRST  CL.VSS.— The  Credit  of  Cach 

meml>er  of  a  commune  of  the  first  class  shall  be  limited  to  twenty  times  his 
paid-up  stock  in  his  commune. 

Par.  2.  Communes  of  second  class. — Communes  of  the  second  class  fifliall 
comprise  those  situated  in  States  whose  laws  prohibit  the  waiver  of  homestead 
or  execution  exemptions,  but  whose  m^nbers  lawfully  agree  and  bind  themselves 
to  become  jointly  an<l  severally  liable  for  each  and  every  credit  obligation  con- 
tracte<l  or  made  l)y  rlie  members  of  their  respective  communes  while  they  are 
members  thereof  and  until  the  1st  day  of  January  next  after  they  cease  to  be 
members. 

SiTBPARAGRAPH  1.  CREDrx  uMrTATiON  OF  SECOND  ciAss. — ^Tho  Credit  of  each 
member  of  a  commune  of  the  second  class  shall  be  limited  to  ten  times  hiB 
paid-up  stock  in  his  conmiuue. 

Par.  3.  Commutes  of  third  class. — Communes  of  the  third  class  shall  com- 
prise those  whose  m^bers*  personal  liability  shall  be  unlimited  for  the  credit 
obligations  etmtracted  or  made  by  themselves  and  for  which  they  become  surety, 
but  for  the  credit  obligations  of  other  members  their  personjil  lial^ility  shall  be 
limited  1  to  their  unpaid  stock  subscriptions  in  their  respective  communes. 

Suupakaukaph  1.  Credit  limitation  of  third  class. — Tlie  credit  of  each  mem- 
b0  of  a  commune  of  the  third  class  shall  be  limited  to  fiye  times  his  paid-up 
stock  in  his  commune 

Sec.  3.  Order  in  which  liabilities  attach. — The  order  in  which  liabilities 
attach  shnll  he  as  follows:  Tlie  drawer  of  a  granger  or  hilt  of  exchange  and 
maker  of  a  promissory  note  and  other  credit  instruments  shall  be  primarily 
liable  for  their  payment;  next  the  drawer  or  maker's  surety,  if  any;  next  the 
drawer  or  maker's  commune  stock ;  next  the  members  of  the  commune  of  whidi 
the  drawer  or  maker  is  a  member,  if  the  commune  be  of  the  first  or  second 
class:  next  the  surplus  of  the  branch  situate<:l  in  the  district  in  which  the 
drawer  or  maker's  commune  is  situated;  next  the  stoek  of  all  the  communes  of 
such  district,  which  liability  shall  attach  to  each  share  of  such  stock ;  next  the 
Stock  of  the  branch  of  the  district  in  which  the  drawer  or  maker's  commune  is 
situated;  and  finally  the  guaranty  fund:  Provided,  That  any  loss  sustained  by 
a  hraiirli  other  than  by  the  failure  of  a  member  to  meet  his  obligation  shall  be 
repaired,  hrst,  out  of  the  surplus  of  such  branch,  and  if  that  he  insufficient  then 
out  of  the  stock  of  the  communes  of  the  district  in  which  such  branch  is  located, 
and  if  that  be  insufficient  then  out  of  the  stock  of  such  branch,  and  finally  out 
of  the  guaranty  fund:  Pnvided  further.  That  in  no  ev^t  shall  the  stock  of  the 
comnnmes  or  branch  of  cme  director's  district  be  liable  for  the  debts  or  defaults 
of  the  members*  eommnnes,  or  Imnch  of  another  director's  district 

AmcauE  VI. 

Section  1.  Duration  of  corporation. — ^The  duration  of  the  corporation  shall 
be  tifty  years,  hut  the  Congress  hereby  retains  the  rUibt  t(>  aHn^  this  Charter 
decennially  after  the  twentieth  year. 

Article  VIL 

Section  1.  Tokporate  powers  :  how  exercised. — The  corporate  powers  of  the 
society  shall  be  exercised  by  a  board  of  directors,  the  members  of  which  shall 
be  elected  in  the  decentralized  manner  provided  in  this  section  of  this  article, 
and  such  officers,  agents,  and  committeemen  as  the  board  may  elect  except  as 
otherwise  expressly  provided  in  thid  charter.  The  board  shall  have  power 
and  authority  to  enact  by-laws,  rules,  and  regulations  for  the  society.  Its 
brnnehes  and  connnunes,  their  agents  and  members,  not  inconsistent  with  the 
terms  of  this  charter.  , 
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Paragraph  I.  Culssification  of  directors.— The  classification  of  directors* 

districts  and  the  territory  comprising  each  shall  be  as  follows : 

First  class:  First.  AInhama :  second,  Arizona:  thinl,  Arkansas;  fourth. 
CJalifornia :  tifth,  Colorado :  sixtli,  rimnecticnr :  seventh.  Dehiwjire:  eightli, 
Florida;  ninth,  Georgia;  tenth,  Idaho;  eleventh,  Illinois;  twelfth,  Indiana. 

Second  class:  Thirteenth,  Iowa;  fourteenth,  Kansas;  fifteenth,  Kentucky; 
sixteenth.  Louisiana:  seventeenth,  Maine;  eighteenth,  Maryland  and  District 
of  Columbia:  nineteenth,  Massachusetts;  twentieth.  Michigan;  twenty-first, 
^Minnesota;  twent> -second,  Mississippi;  twenty-third,  Missouri;  twenty-fourth, 
Montana. 

Third  class:  Twenty-fifth,  Nebraska;  tvventy-sixth,  Nevada;  twenty-seventh. 
New  Hampshire;  twenty-eighth.  New  Jersey;  twenty-ninth,  New  Mexico; 
thirtietli.  New  York:  thirty-first,  Nortli  Carolina;  thirty-second.  North  Dakota; 
tliirty-third,  Ohio;  thirty-fourth,  Oklahoma;  thirty-fifth,  Ore^cm;  thirty-sixth, 

Pennsylvania. 

Fourth  cl^ss:  Thirty-seventh,  Rhode  Island;  thirty-eighth,  Souh  Carolina; 
thirty-ninth,  South  Dakota;  fortieth,  Tennessee;  forty-first,  Texas;  fortv-sec- 
ond,  Utah;  forty-third,  Vermont;  forty-fourth,  Virginia;  forty-fifth,  Washing- 
ton; forty-«ixth.  West  Virginia;  forty-seventh,  Wisconsin;  ^rty-eightii,  Wyo- 
ming. 

Par,  2.  Quorum. — Each  director  shall  have  one  vote  on  the  board,  and  a 
majority  shall  constitute  a  quorum  for  th^  transaction  of  business. 

Par.  3.  Terms  of  office  of  directors. — The  first  board  of  directors  shall  be 
divided  into  four  classes  in  the  order  provided  in  paragraph  1  of  this  section. 
The  term  of  the  first  class  shall  expire  on  the  second  Tuesday  in  Janunry  next 
following;  that  of  the  second  class  one  year  from  that  time;  that  of  the  third 
class  two  years  from  that  time;  and  that  of  the  fourth  class  three  years  from 
that  time,  and  so  on,  consecutivdiy,  in  each  and  every  year  thereafter,  so  that 
all  the  directors  of  one  class  shall  be  elected  annually  thereafter  for  a  term  of 
four  years  each.  All  vacancies  ocr-nriing  in  the  board  shall  be  fille<l  by  the 
advisory  council  of  the  respective  director's  district  until  the  next  general  elec- 
tion of  director  for  such  district 

Par.  4.  Qttaijfication  of  disectobs. — ^Each  directs  shall  be  a  citizen  of  the 
United  States  and  bona  fide  resident  and  voting  member  of  a  commune  of  tiie 
first  or  second  class  and  remain  such  during  his  term  of  oflice. 

Par.  5.  Manner  of  electing  directors. — The  directors  shall  be  elected  by 
the  ballots  of  their  respective  directors'  districts,  each  visor  being  entitled  to 
cast'  as  many  votes  as  there  are  members  of  his  commune.  Such  ballots  must 
be  forwarded  to  the  executive  office  of  the  society  by  United  States  post, 
inclosed  in  an  official  envelope  on  which  the  words  "Official  director's  ballot" 
shall  be  printed  or  written  in  red  ink  on  the  address  side  thereof. 

Subparagraph  1,  Ballots  and  envelopes — How  furnished. — It  shall  be  the 
duty  of  the  secretary,  ninety  days  before  the  election  of  a  director,  to  mail  one 
*  official  ballot  and  envelope  to  each  visor  of  the  district  in  whicOi  such  an 
election  is  to  be  held, 

SuBPAR.  2.  Inspectors  of  ft.ections. — The  secretary  shall,  on  the  fourth 
Tuesday  in  November  of  each  year,  in  the  presence  of  the  auditor  or  deputy 
auditor  and  a  censor,  open  and  count  tlie  official  ballots  cast  for  directors  at 
tiie  election  held  two  weefes  previously.  Any  candidate  for  director  may,  at 
his  own  expense,  appoint,  in  writing,  one  representative  to  be  present  at  such 
opening  and  counting,  who  shall  have  the  privilege  to  examine  each  bollot. 

Par.  6.  Candidates  for  director. — Each  eligible  person  who  desires  to  become 
a  candidate  for  director  of  his  district  shall  notify  the  secretai-y  four  months  in 
advance  of  such  election,  and  the  secretary  shall  inform  sudi  person  of  the 
approximate  cost  in  postage  and  printii^  necessary  to  place  his  name  before 
the  visors  of  his  district.  If  such  person,  within  thirty  days  after  the  mailing 
of  such  information,  make  remittance  to  the  secretary  to  cover  such  expense, 
it  shall  be  the  further  duty  of  the  secretary  to  cause  the  name  and  address  of 
each  such  candidate  to  be  printed  on  each  ballot  sent  out  by  him  and  mail  one 
of  such  ballots  and  official  oivelopes  to  each  visor  of  that  director's  district. 
The  candidate  receiving  a  plurality  of  the  votes  cast  at  such  election  shall  be 
declared  elected.  If  two  candidates  tie  at  any  election,  then  a  special  election 
shall  be  held  to  decide  the  contest  between  them,  such  special  election  to  be 
called  by  the  president  for  such  time  as  he  may  deem  meet. 

Par.  7.  Annual  election  or  dirbctobs. — The  annual  election  for  the  members 
of  tbe  hoard  of  directors  to  fill  the  places  of  the  outgoing  dass  shall  be  on  the 
second  Timday  to  Nmemhet  of  eaeh  yean  and  the  newly  elected  members  of 
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the  board  shall  be  inducted  into  office  the  second  Tuesday  in  January  wxt 
following  and  bold  office  for  a  term  of  four  years. 

Pak.  8.  Compensation  of  directors —Each  member  of  the  board  of  directora 
who  attends  the  annual  board  or  parliamentary  session  on  the  first  day  thereof 
(the  first  Tuesday  in  January  of  each  year)  and  there  remains  for  three  days» 
shall  be  paid  a  salary  of  $1,000  for  the  previous  fiscal  year,  ending  December 
31,  together  with  traveling  expenses  incurred  in  attending  such  session. 

Subparagraph  1.  Penalty  for  eaieure  of  attendance. — ^Any  director  who 
fails  to  attend  two  annual  board  or  parliamentary  sessions  during  a  sli^e 
term  shaU  have  his  office  vacated  and  be  rendered  ineligible  to  hold  such  offioe^ 
therea  fter 

Par.  9.  CHAiRiiAN  of  board.— The  board  of  directors  shall  elect  one  of  their 
members  chairnian.  w  ho  shall  preside  at  the  meetings  and  sessions  of  the  board 
and  call  the  board  together  in  extraordinary  session  by  giving  each  member 
thirty  days'  previous  notice  in  writing. 

Pab.  10.  NoNPotmcAL  coNTBOL  GUASAKTEED. — ^No  dlrector  diall  hold  or  be- 
come a  candidate  for  any  elective  office  under  any  Government  or  with  any 
political  party  during  his  tsnn  of  office. 

Par.  11.  Recall  of  directors  and  advisory  couNCHJtfEN.— The  auditor  and 
censors  may,  when  in  their  judgment  tlie  interest  of  the  society  or  its  creditors 
require  it,  call  a  confidence  election  to  recall  any  member  of  the  board  <rf 
directors  or  advisory  cotmcils.  Three  months'  previous  notice  shall  be  given 
the  person  to  he  recalled.'  and  the  rf*ason  for  initiating  such  I'ecnll  set  forth  in 
writing  and  signe<l  by  the  auditor  and  a  majority  of  the  censors,  and  a  copy 
thereof  mailed  to  each  such  person, 

SUBFABAGKAPH  1-  VOTKBS  AT  CONFIDENCE  ELECTIONS. — ^Each  mcmb^  Of  a  COm- 

mune  situated  in  the  district  represented  by  the  director  r.r  advisory  councilman 
to  be  recalled  shall  be  entitled  to  cast  one  vote  at  each  confidence  election  held 
therein. 

Subpar.  2.  Effect  of  confidence  elections. — If  a  majority  of  the  qualified 
voters  at  a  confidence  election  vote  in  favor  of  the  recall  of  the  person  voted  on, 
it  lAall  have  the  effect  of  removing  him  from  office  and  diaqnallfying  him  from 

holding  such  office  thi&resdti^. 

Par.  li*.  Annual  flection  of  officers, — The  annual  election  of  officers  shall 
be  held  on  Wednesday  next  foll(>wing  the  second  Tuesday  in  January  of  each 
year,  on  whicli  day  the  board  of  directors  shall  elect  a  president,  vice  president, 
secretary,  treasurer,  one  or  more  censors,  members  of  the  executive  committee, 
such  number  of  inspectors  as  the  business  may  require,  and  such  other  officers 
as  the  ])y-la.ws  may  prescribe,  which  officers  shall  hold  office  for  a  term  of  one 
year  each  ami  until  othei*s  are  elected  in  their  stead. 

Par.  13.  Prksiuknt. — The  president  shall  be  the  chief  executive  officer  of  the 
society  and  have  authority  to  apiK)int  the  managei*s  of  the  branches,  select  the 
depositaries  and  fiscal  and  other  agents  and  clerical  force  of  the  society,  and 
fix  the  compensation  of  eacli  when  tlie  same  i^  not  fixed  by  the  board  of 
<lirectors.  The  viee  i)resident  shall  i)erform  the  duties  of  the  president  during 
the  absence  or  inability  of  the  latter  to  serve  and  do  and  perform  such  other 
duties  as  the  by-laws  may  prescribe. 

Par.  14-  Sbcbetary. — ^The  secretary  shall  attend  all  board  meetings  of  the  di- 
rectors and  executive  connnittto  and  keep  true  records  of  what  transpires 
thereat,  prepare  all  ballots  for  the  election  or  recall  of  directors  and  council- 
men,  and  (►pen  and  ctjunt  such  ballots  \u  the  presence  of  the  auditor  or  deputy 
auditor  and  a  censor,  as  provided  in  this  cliarter,  and  do  and  perform  such 
other  duties  as  the  by-laws  may  prescribe. 

Pab.  15.  Treasl'ber. — ^The  treasurer  shall  be  the  custodian  of  the  society's 
securities  an<l  funds,  under  such  safepruards  as  the  by-laws  may  prescribe,  liojd 
one  of  the  keys  to  the  securities  vault,  and  perform  such  other  duties  as  theJ 
by-laws  may  prescribe. 

Pab.  16.  Cknsobs.— The  censors  shall  have  power  and  authority  to  attend 
all  board  meethigs  of  the  directors  and  executive  conomittee,  audit  and  inspect 
the  boolvs,  accounts,  papers,  properties,  and  transactions  of  the  society,  its 
brandies  and  coninunies,  become  the  custodian  of  one  of  the  keys  to  the  securi-  ■ 
ties  vault,  approve  the  schedule  of  compensation  of  the  auditor  and  deputy 
auditors,  and  jointly  with  the  auditor  call  confidence  elections  and  inspect  the 
baUots  for  the  election  of  directors  and  advisory  council  men,  and  make  annual 
retorts  to  the  Secretary  of  Agriculture^ 
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SrnPAUAGKAi'H  1.  QuALiiicATioN  OF  CENSORS.— The  ceusors  must  be,  and  for 
five  years  previous  have  been,  certified  public  accountants,  and  they  shall  be 
ineligible  for  reelection. 

Subpar.  2.  Xi-miikk  of  cfnsors,— There  shall  not  l)e  less  than  one  nor  more 
than  three  censors,  the  number  to  be  prescribed  by  ilie  by-laws. 

StmPAR.  3.  (\)iii'ENSATio.\  OF  cKXS0Ks.~Kach  (  elisor  Vhall  be  paid  a  salary, 
in  monthly  installments,  of  $12,000  per  annum  and  traveling  expenses  incurred 
while  perform  ng  his  duties. 

Pak.  17.  Execx-tive  committek.— The  executive  committee  shall  be  composed 
of  seven  votinir  in<mibers  of  connuunes  (tf  the  first  or  second  class.  They  shall 
exercise  surli  power  and  authority  us  may  be  deley-ated  to  them  by  the  bonrd  of 
directors,  wlhch  shall  not  exceed  their  own  power  an<l  authority:  Proridcd, 
That  any  by-law  enacted  by  such  committee  shall  remain  in  force  only  until  the 
day  next  following  the  next  meeting  of  such  board.  When  the  committee  enacts 
a  by-law  its  ehairman  shall  cause  a  true  copy  thereof  to  be  mailed  to  each 
member  of  the  board.  A  majority  of  the  members  of  the  ^ecutive  committee 
shall  constiuite  a  quorum  for  the  transaction  of  business. 

l*Aii.  18.  Auditors. — The  president  of  the  said  Liberty  Insurance  League  shall 
annually  appoint  one  auditor  and  such  number  of  deputy  auditors  as  in  his 
judgment  the  business  of  the  society  requires,  who  shall  serve  one  year  each 
and  until  others  are  so  api>ointed  in  their  stead.  Such  president  shall  fix  the 
compensation  to  l>e  paid  such  appointees  by  the  society  and  submit  a  schedule 
thereof  to  the  censors,  which  schedule,  when  approved  l\v  the  censors,  shall 
become  a  charge  against  the  society  and  be  paid  iu  monthly  installnieuts. 

ST7BPABAGBAPH  1.  AUTHOBrTY  OF  AUniTOR  AND  DEPUTY  AUDrtORS. — ^The  audttor 

shall  have  po^ver  and  authority  to  audit  the  books,  accounts,  and  papers  and  in- 
spect tlie  securities,  ])rni)erti("s,  and  transactions  of  the  soei^^ty.  its  branches  and 
commujies.  attend  board  nieetinjrs.  l)ecome  the  custodian  of  one  of  the  keys  to 
the  securities  vault,  and  jointly  with  the  censors  c;ill  conlidence  elections  to 
recall  directors  and  advisory  councilmen,  and  inspect  all  elections,  and  direct 
the  activities  of  the  deputy  auditors  and  prescribe  th^  duties,  who  may  do  and 
perform  any  duty  imposed  on  the  auditor. 

Skc.  2.  liKAxeiiKS. — Tliere  shall  be  one  branch  in  oarh  direct<»r's  distriet, 
whieh  shall  be  under  the  direction  and  management  of  a  nianauer.  deputy  audi- 
tor, advisory  council,  and  such  other  force  as  the  by-laws  may  prescribe. 

PAftAGKAPH  1.  Makaqes. — ^The  manager  shall  be  the  chief  executive  officer  of 
the  branch  of  his  district  and  shall  observe  the  hv-laws  enacted  by  the  board  of 
directors,  executive  committee,  advisory  council^  and  supervisors  of  the  com- 
munes of  his  district. 

Pak.  2.  Deputy  avditou. — P^acli  deputy  auditor  sliall  do  and  i>erform  such 
duties  as  may  be  assigned  him  by  the  auditor,  which  shall  not  exceed  the  power 
and  authority  conferred  on  the  auditor  under  this  charter, 

Pab.  3.  Advisory  coitnctl. — l^aeh  lu-anch  shall  have  an  advisory  council  com-' 
'  postVl  of  five  votinir  members  of  communes  of  tile  first  or  second  class,  who 
shall  be  citizens  of  the  United  States. 

SujiPAKouAPH  1.  Authority  of  advisory  comcii*. — ^The  advisory  council  shall 
have  power  and  authority  to  enact  by-laws,  rules,  and  regulations  for  the  branch 
and  communes  of  their  respective  districts  not  inconsistent  with  the  express 
terms  of  this  charter  or  the  by-laws,  rules,  and  regulations  enacted  by  the 
board  of  directors  or  executive  committee. 

Subpar.  2.  Election  of  auvisory'  council. — The  members  of  the  advisory 
council  shall  be  elected  for  the  same  term,  at  the  same  time,  and  in  the  man- 
ner of  the  election  of  the  director  of  the  respective  districts,  but  by  the  ballots 
of  the  supervisors  of  the  communes  of  their  respective  districts,  the  supervisors 
votinjr  as  a  unit  and  casting  as  many  votes  as  there  are  members  of  their  re- 
pective  connuunes. 

Subpar.  3.  Compensation  of  advisory  counctu— Bach  member  of  the  ad- 
visory council  fidiall  receive  as  a  compensation  for  his  service  $5' per  day  and 
traveling  expenses  for  each  day  he  attends  the  meetings  of  such  council ;  but 
such  compensation  and  traveling  expesufes  shall  not  exceed  $100  during  a  single . 
year. 

Subpar.  4.  Chairman, — ^Each  advisory  coimcil  shall  annually  elect  one  of 
their  members  as  chairman,  who  shall  call  meetings  of  ita  members. 
Sctpab.  5.  QuoBUM.— A  majority  of  the  members  of  the  advisory  council 

idiall  constitute  a  quorum  for  the  transaction  of  business. 

Sec.  3.  Officers  of  communes.— The  officers  of  the  comuunies  shall  consist 
of  a  visor,  scribe,  three  or  more  supervisors,  and  such  visiting  and  inspection 
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•committees  as  the  supervisors  may  prescribe  by  by-law.  They  shall  be  elected 
annually  by  the  voting  members  of  their  communes  at  such  time  as  the  board 
ot  directors  may  prescribe,  and  hold  office  for  a  term  of  one  year  esLCh  and 

until  others  are  elected  in  their  stead. 

PAKAGnAPH  1.  YisoR. — The  visor  shall  be  a  voting  member  of  his  commune 
and  chief  executive  officer  thereof,  and  shall  do  and  perform  such  duties  as  the 
l)y-laws  may  prescribe. 

Pak.  2.  Scribe. — ^The  scribe  shall  become  the  custodian  of  the  blank  forms 
of  the  commune,  attend  the  meetings  of  the  supervisors,  see  that  the  mortgages 
and  other  credit  instruments  executed  by  the  members  of  the  commune  are 
properly  recorded  and  trMnsnntte<l  to  the  branch,  conduct  the  correspondence 
for  the  commune,  and  do  and  perform  such  other  duties  as  the  by-laws  may 
prescribe 

Par.  3.  Supbbvisors. — The  supervisors  shall  consists  of  not  less  than  three 
voting  members  of  their  coninmnes  who  are  citizens  of  the  United  States  and 
shall  have  power  and  antliority  to  enact  mch  by-laws,  rules,  and  resrnlations 
for  their  respective  conmmnes  as  are  not  inconsistent  with  the  terms  of  this 
cbarter  or  the  by-laws,  rules,  and  regulations  enacted  by  the  board  of  directors 
or  executive  committee  or  advisory  council  of  their  district:  Provided,  That  one 
copy  of  each  by-law.  rule,  and  regulation  enacted  by  them  shall  be  sent  to  flie 
branch  of  tlie  same  district  and  another  to  the  executive  office  of  the  society. 

SuBPARAGKAPH  1.  QuoKUM. — A  majority  of  the  supervisors  shall  constitute  a 
^nomm  for  the  transaction  of  business. 

StTBPAB.  2.  Ohaibman.— The  supervisors  shall  elect  one  of  their  number  as 
chairman  of  their  body  who  shall  be  aetiag  visor  In  tJie  absence  or  inability 
of  such  officer  to  art. 

Pak.  4.  Expense  of  co.AiirrxES. — A  correct  record  of  the  expenses  of  managing 
-each  commune  shall  be  kept  by  the  scribe  and  reported  annually  to  the  manager. 
Bncb  expenses  sftiall  be  paid  for  in  cash  by  the  members  of  the  rei^ective  com- 
munes, and  in  no  event  sliall  they  become  a  Charge  against  the  commnne  or 
aociety. 

AxAciM  TIIL 


Setttox  1.  When  society  is  to  begin  business. — When  the  commissioners 
succeed  ill  inducing  such  a  life  insurance  company  as  is  referred  to  in  section  3  of 
the  act  creating  this  charter  to  ace^  the  said  liberty  insurance  league  charter 
they  shall  proceed  in  procuring  bona  fide  applications  from  farmers  of  int^ity, 
■energ>-,  and  frugality  for  the  organization  of  at  least  twenty  communes  in  not 
less  than  six  directors'  districts  and  choose  suitable  persons  for  president,  vice 
president,  secretary,  censor,  and  one  director,  and  five  members  of  the  advisory 
conncils  of  the  districts  in  which  sndi  applicants  reside,  and  notify  the  presi- 
dent of  said  liberty  insurance  league  to  appoint  an  auditor  and  as  many  deputy 
auditors  as  they  have  rhosen  directors,  and  the  officers  so  selected,  appointed, 
and  chosen  shall  constitute  the  first  officers  of  the  society.  The  commissioners 
shall  then  report  to  the  Secretary  of  Agriculture  the  result  of  their  labors, 
who  shall  thereupon  caU  on  the  said  liberty  insurance  league  to  pay  in  the 
capital  of  snch  branches  as  the  commissKmers  have  organised,  and  such  portion 
of  the  guaranty  fund  as  in  his  judgment  the  immediate  reqntrements  of  the 
society  demand,  and  issue  a  statement  declaring  flm  society  oreftnlxed  for  the 
transaction  of  business  under  this  charter. 


Article  IX. 


Section  1.  Franking  privilege. — The  society  shall  enjoy  the  franking  privi- 
lege of  the  Government  of  the  United  States  for  the  purpose  of  nraking  in- 
quiries of  the  credit  status  of  meml>ers,  and  farmers  desiring  to  become  mem- 
hers  of  the  society,  under  snch  rules  and  r^^iilations  as  may  be  prescribed  by 
the  Postmaster  General. 

Paragraph  1.  Second-class  mail  matter. — The  periodical  bulletins  of  the 
society  sliall  be  entered  as  second-class  mail  matter  at  the  post  office  where 
the  society's  executive  office  is  located,  under  such  rules  and  regulations  as 
may  be  prescribed  by  the  Postmaster  General. 


Abxxcle  X. 


Stttrnxm  1.  Statements. — The  society  shall  make  such  reports  to  the 
ment  of  Agriculture  as  the  Secretary  of  Agriculture  may  require. 
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Paeaguaph  1.  Legal  process, — ^The  manager  of  each  district  shall  be  the 
agent  of  the  society  on  whom  legal  process  may  be  served,  and  the  Secre- 
tary of  Agriculture  may  require  the  appointment  of  such  an  agent  in  such 
districts  in  which  the  society  has  no  manager. 

ABincLE  XI. 

Section  1,  General  fsovisions. — ^Each  credit  iiustrument  drawn  or  made  by 
a  member  and  indorsed  or  accepted  by  a  commune  shall  set  forth  the  purpose  for 
which  the  credit  sought  is  to  be  used,  and  if  the  credit  sought  through  one  such 
credit  instrument  is  to  be  used  for  more  than  one  purpose,  then  ^'^^<^h  of  such 
purposes  shall  be  itemized  and  the  amount  of  each  stated  iu  plain  hgures 
opposite  each  item:  Provided,  That  this  proviso  shall  not  apply  to  credit  in- 
struments^ drawn  by  the  branches  on  the  society. 

Paragraph  1,  Meaning  of  "granger.'* — The  word  "granger"  used  in  this 
<?harter  shall  mean  a  bill  of  exchange,  and  if  any  person,  firm,  corporation,  or 
association  other  than  this  society  used  such  word  to  designate  a  credit  in- 
strument, the  Postmaster  General  shall  be  authorized  to  deny  them  or  either 
of  them  the  use  of  the  United  States  mails. 

Par.  2.  Meaning  of  "farmer." — ^The  word  "farmer"  used  in  this  charter 
shall  include  liorticulturist  vineyardist,  orchardist.  dairyman,  stock  raiser, 
raiser  of  poultry  and  bees,  truck  grower,  or  grower  of  any  agricultural  product, 

Sec.  4.  Swindling  defined  and  penalty  prescriukd. — That  any  person  who 
knowingly  nmkes  a  false  statement  of  material  fact  in  an  application  for 
manb^liip  to  the  society  or  any  of  its  communes,  or  any  member  of  the 
society  or  its  communes  \vho  makes  such  a  statement  for  the  purpose  of 
obtaining  credit  from  the  society,  with  the  intent  in  eitlier  case  to  defraud  the 
society,  or  to  deceive  any  officer  of  the  society,  its  branches  or  communes; 
and  every  person  who  with  like  intent  aids  or  abets  any  person  or  member 
in  th6  violation  of  this  section  shall  be  deemed  guilty  of  a  misdemeanor,  and 
shall  upon  conviction  be  fined  not  more  than  $100  or  imprisoned  for  not  more 
than  one  year,  or  both. 

Sec.  5.  Embezzlement  defined  and  penalty  prescribed. — That  any  president, 
vice  president,  secretary,  treasurer,  auditor,  deputy  auditor,  censor,  inspector, 
director,  memher  of  the  executive  conmdttee,  manager,  member  of  an  advisory 
council,  visor,  acting  visor,  supervisor,  scribe,  or  agent  or  clerk  of  the  society, 
its  branches  or  communes,  who  embezzles,  abstracts,  or  willfully  misappropri- 
ates anv  of  the  moneys,  funds,  or  credits  of  the  society,  or  who  makes  any  false 
entrv  in  any  book,  report,  or  statement  of  the  society  with  intent,  in  either  case, 
to  injure  or  defraud  the  society  or  any  company,  body  politic  or  corporate,  or 
any  firm  or  individual  person,  and  every  person  who,  with  like  intent,  aids  or 
abets  anv  officer,  clerk,  or  agent  in  the  violation  of  this  section  shall  be  deemed 
gpUty  of  a  misdemeanor  and  shall,  upon  conviction,  be  imprisoned  not  less  than 

1  nor  more  than  10  years.  ^     ,       •  -      ^  , 

Sec  6.  Liberty  Insurance  League  charter,— That  the  fiscal  and  financial 
agent  for  the  Government  of  the  United  States,  or  corporation  and  body  politic 
created  by  this  act  and  referred  to  as  the  liberty  insurance  lea^e,  shall  operate 
under  and  be  governed  artely  by  the  t&nm  of  its  <*arter,  which  shaU  read  as 
follows : 

CHARTER  OF  THE  LIBBNT  IirSYmAHGB  UAGUK. 

Section  1  Name  or  corporation.— The  name  of  the  corporation  shall  be  the 
"  liberty  insurance  league,"  and  it  shaU  be  referred  to  herein  as  the  league. 

Article  II. 

Section  1  BxBCTmvB  owriCB.— The  temporary  executive  office  of  the  league 
ShaU  be  established  bv  the  commissioners,  at  which  place  it  shall  remani  for 
eleven  vears  from  the'date  of  the  approval  of  the  act  creating  this  charter,  at 
the  expiration  of  which  time  the  board  of  trustees  shall  establish  a  permanwit 
executive  office  by  a  majority  vote;  but  Its  l^ttonj^t>«  dwed  at  any 
time  thereafter  by  a  two-thirds  vote  of  the  board  of  tmstoea 
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Abxicub  m* 

Section  1.  Natube  of  business.— The  nature  of  the  league's  business  shall 
be,  and  it  is  hereby  authorized  and  empowered,  to  act  as  the  financial  ana  nseai 
agent  for  the  Government  of  the  United  Srati's  in  such  nniimer.  for  sucli  pui- 
poses.  and  on  such  terms  as  niav  be  prescribed  by  the  Secretary  ot  Commerce 
and  approveil  bv  tbe  league's  board  of  directors  or  trustees,  to  do  and  transact, 
the  business  of  insurance  of  every  nature  whatsoever,  to  sell  indemnity  agawst 
any  and  every  contingency,  to  negotiate  reinsurances  of  risks  ad  companies, 
receive  and  execute  trusts,  make  endowments.  c:rant,  purchase,  and  dispose  ot 
annuities  and  property.  It  sliall  operate  such  businesses  or  any  of  tbem  through 
managers  and  agents  in  the  several  States,  Territories,  and  insular  possessions 
of  the  United  States,  and  it  may  operate  them  or  any  of  them  in  su^  foreign 
countries  whose  governments  grant  it  permits  so  to  do:  Pronded,  That  it  is 
b^by  authorized  to  limit  its  liabilities  on  such  foreign  business  to  such  tunds 
or  capital  of  the  departmrat  doing  such  foreign  business  as  its  by-laws  may 

nrescrihe  •  • 

Paragraph  1.  Separate  departments.— The  league  shall  have  and  maintaiu 
a  separate  department  for  each  class  of  bushaess  done  by  it,  and  each  depart- 
ment shall  be  designated  by  some  ai>proDriate  word  or  words  signitymg  the 
class  of  business  transacted  tliere1>y.  For  exaninle.  it  shall  use  the  words  lite 
department"  to  designate  the  department  tbrough  which  it  transacts  the  biisi- 
ness  of  selling  iiidemniv,  endowments,  and  annuities  pertaining  to  human  be- 
ings; live-stock  department"  to  designate  the  department  through  whidi  it 
8^s  indemnity  against  loss  or  injury  to  domesticated  animals  and  fowls;  and 
•*flre  department"  to  designate  the  department  through  wliicli  it  sells  indem- 
nity aL'-ainst  loss  or  injury  of  or  to  pi-o]>erty  by  tire,  water,  or  the  elements. 

It  shall  obtain  the  approval  of  the  Secretary  of  Commerce  to  the  word  or 
words  used  to  designate  departuieuts  other  than  the  three  departments  herein 

specifically  mentioned. 

SiTBPASAG&^H  1.  Funds  of  departments  segregated. — ^The  league  shall  seg- 
regate the  assets,  capital,  surplus  funds,  and  receipts  of  each  department;  and 
the  assets,  cajtital.  suriilus  funds,  and  receipts  of  one  department  shall  not  be 
lial>le  for  the  debts,  obligations,  or  defaults  of  any  other  department:  Pro- 
vided, That  the  guaranty  fund  shall  be  and  become  a  common  fund  for  all  de- 
partments, as  is  expressly  provided  hi  Article  IV  of  this  charter:  Provided; 
further.  That  25  per  centum  of  the  general  old-age  pension  fund  of  the  life  de- 
partment shall  become  a  common  fund  for  the  prrttection  of  the  league  when 
the  guaranty  fund  be^oines  exhausted,  snhject  to  the  provisions  provided  iu 
said  Article  IV  and  the  last  paragraph  of  Article  IX. 

Pab.  2.  CLAssmtcATioN  OF  FUNDS, — ^Each  department  shall  create  and  main- 
tain a  separate  sinking  fund  and  a  sei»arate  safety  fund,  and  in  addition  thereto 
the  life  department  shall  create  and  maintain  a  general  old-age  p^^ision  fund,, 
and  the  league  shall  create  and  maintain  a  gauranty  fund. 

ASXICLE  IV. 


SficnoN  1.  Capital. — Each  department  shall  have  a  capital  stock  of  $100^000, 
which  shall  be  fully  paid  in  cash  before  such  department  begins  business.  The 
stock  of  each  department  shall  be  divided  into  one  thousand  shares  of  .S100 
each,  and  certiticates  issued  therefor  nuniliering  from  one  to  one  tlntusainl.  The 
stockholders  shall  be  paid  a  dividend,  if  earned,  of  7  per  cent  per  annum, 
which  dividend  shall  be  cumulative  and  paid  semiannually.  The  stock  shall 
be  nonassessable. 

Paragraph  1.  Sinking  Frxo. — The  proceeds  from  the  sale  of  the  capital 
stock.  1  per  centum  of  the  gross  premium  receipts  of  each  (lei)artnient  until 
its  capital  stock  is  retired,  and  such  voluntary  donations  as  may  be  made 
thereto,  togeth^  with  the  interest  accruing  thereon,  shall  constitute  the 
shiking  fund  of  each  department  creating  and  maintaining  It. 

Subparagraph  1.  Oi:.tk(ts  of  sinking  fund. — The  object  of  the  sinking  fund 
shall  be  to  create  a  fund  for  the  retirement  of  the  capital  stock  of  each 
department,  to  raise  a  guaranty  fund,  and  to  l)etter  protect  the  interest  of 
stock  and  policy  holders  and  cure  any  impairment  in  the  safety  fund  of  each 
department. 

StmPAS.  2.  Retirement  of  stock. — ^The  stock  of  each  department  must  be 
retired,  on  the  basis  voted  by  a  majority  in  value  of  the  st<»ckholders  at  their 
first  meeting  after  the  tenth  anniversjiry  of  the  issuance  of  the  first  policy  of 
the  respective  department  from  the  sinking  fund  of  such  department:  Provided^ 
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That  the  stock  of  no  department  shall  be  retired  which  would  leave  its  sinking 
fund  with  less  than  $1,000,000  of  approved  assets. 

Par.  2.  Safkty  fund. — Eaeh  department  shall  create  and  maintain  a 
separate  safety  fund  from  such  portion  of  its  premiums  as  the  by-laws  may 

prescribe. 

SUBPABAGRAPH  1.  OBJECT  OF  BA¥ETX  FUND.— The  obJect  of  tiic  Safety  fuud 
shall  be  to  cure  any  impairment  In  the  reserves  of  the  departmoit  creating  the 
same. 

Par.  3.  Guaranty  fund. — The  remainder  of  the  sinking  fund  of  each  depart- 
ment not  use<l  in  retiring  its  stock  shall  be  transferred  to  and  become  a  part 
of  the  guaranty  fund,  which  shall  be  a  common  fund  of  the  league  and  under 
the  management  of  the  life  departsnrat. 

SXTBPAKAGRAPH  1.  Or.iects  OF  GTTABA'KTY  FUND. — ^Thc  objccts  of  the  guaranty 
fund  shall  be  to  better  protect  the  safety  fund  of  each  departnienl.  and  thereby 
afford  better  security  to  the  t»»licyl.()lders  and  creditors  of  the  lea^^ue.  When 
the  safety  fund  of  any  department  V»ecomes  exhausted,  then  resort  shall  be 
had  to  the  guaranty  fund  for  the  payment  of  the  claims  and  creditors  of  such 
department:  Provided,  That  when  such  resort  is  had  such  department  shall 
not  deehire  or  pay  a  dividend  to  its  policyholders  until  the  principal  sum  so 
received  is  repaid,  with  interest  at  the  rate  of  5  per  centum  i)er  annum. 

Aottclk  V. 

Section  1.  Di.t?ation  of  LicAfii-F. — The  duration  of  the  league  shall  be  fifty 
years,  but  Congress  hereby  letains  the  power  of  amending  this  charter  decen- 
nially after  the  twentieth  year. 

Asmcuc  YI. 

Section  1.  PnKi.i^riNARY  control. — The  preliminary  corporate  powers  of  the 
league  shall  I>e  exei'cised  by  the  commissioners  named  in  section  3  of  the  act 
creating  this  charter,  two  of  whom  shall  constitute  a  quorum  for  the  perform- 
ance of  the  duties  imposed  on  them  under  this  charter  and  the  act  creating  this 
charter  and  the  chartear  of  the  rural  credit  society. 

Paragraph  1.  Powers  of  co^tMissioNERS. — The  commissioners  shall  have 
power  and  authority  to  negotiate  with  some  solvent  and  well-established  life 
insuran<-e  cniiipaiiv  having  at  least  $400,000,000  assets,  and  which  is  incorporated 
under  the  la\\  s  of  some  one  of  the  seVeral  States,  for  the  purpose  of  induchaig 
such  a  company  to  surrender  its  State  charter  and  agree  to  acc^t  and  operate 
under  this  charter ;  to  choose  three  temporary  censors  and  ten  temporary  censor 
electors,  as  provided  in  Article  VIl  of  this  charter:  to  establish  the  temi)orary 
executive  office  of  the  league ;  to  issue  and  sell  the  stock  of  the  life  department 
for  cash  at  not  less  than  par  and  deposit  the  proceeds  of  such  sale  in  some  banks 
selected  by  them  for  the  use  and  benefit  of  the  life  department,  subject  to  the 
league's  check  when  the  Secretary  of  CSommerce  issues  a  statement  authorizing 
it  to  do  business,  and  to  arrange  with  the  life  department  after  it  is  organized 
to  issue  and  purchase  or  act  as  the  agent  for  the  issiiance  and  sale  of  the  stock 
of  the  other  departments  at  not  less  than  par,  and  to  be  paid  for  in  cash  as  each 
department  is  organized;  to  designate  the  number  of  directors  of  the  league 
during  its  temporary  control  and  incorporate  such  number  in  the  articles  of 
agre^ent  referred  to  in  the  paragraph  next  following ;  to  do  and  perform  such 
duties  as  are  imposed  on  them  in  the  charter  of  the  rural  credit  society  also 
created  by  this  act ;  and  to  employ  such  assistants,  clerks,  and  agents  as  they 
deem  necessary  to  aid  them  in  performing  the  duties  imposed  on  them  under 
this  charter  and  the  charter  creating  the  rural  credit  society  and  this  act. 

Pab.  2.  Effect  of  commissioners'  acts.— The  procuring  of  the  signatures  of 
the  chief  executive  officer  and  a  majority  of  the  directors  or  trustees  of  such 
an  insurance  company  as  is  referred  to  in  the  paragraph  immediately  preceding 
to  written  articles  of  agreement  to  accept  and  operate  under  this  charter  shall 
have  the  force  and  effect  of  transferring  all  the  assets,  properties,  contracts, 
and  resources  owned  and  possessed  by  such  company  and  to  which  it  is  mtltled 
to  One  league,  and  binding  the  league  to  assume  all  the  debts  and  obligations  of 
such  company  at  the  time  of  the  signing  of  sucli  articles  of  agreement,  any  law 
or  statute  to^  the  contrary  notwithstanding.  Such  articles  of  agreement  shall 
be  signed  by  the  commissioners  or  a  majority  of  them  and  delivered  to  the 
Secretary  of  Commerce ;  and  if  be  approves  the  same*  he  shall  issue  a  written 
stat^ueit  authdriadng  the  life  department  of  the  league  to  b^in  business. 
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PAB.  3.  COMMISSIONEBS   TO  ACQUIRE  NO  INTEREST   IN   LEACt'E.— The  COnUlUS- 

siouers  shall  acquire  no  interest  in  the  stock  of  the  league  nor  J\^'^^P^J*^^'^^^M^f 
of  value  or  the  promise  of  anv  ottiee  or  other  reward  from  the  omcers,  ai- 
rectors,  or  trustees  of  the  company  with  which  they  conduct  such  P^Somuon^ 
The  commissioners  shall  receive  as  a  compensation  for  their  services  tne  mm 
of  $2,500  each  and  traveUng  expenses  incurred  by  them  in  performing  the 
duties  imposed  on  them  under  the  two  charters  created  hy  tins  act,  ^^hl<■n  snau 
be  paid  them  out  of  the  $40,000  appropriation  made  immediately  available  by 
the  act  creating  this  charter;  but  such  compensation  and  expenses,  together 
with  the  compensation  and  expenses  of  the  assistants,  clerks,  and  agents  ap- 
pointed by  them,  shall  not  exceed  the  last-named  sum. 

Abticlb  VII. 

Section  1.  Tempobary  control— From  the  date  of  the  execution  <rf 
articles  of  agreement  referred  to  in  paragraph  2  of  section  1  of  Article  VI  of 

this  charter  and  until  the  league's  mutualization  ten  years  thereafter,  as  pro- 
vided in  section  5  of  Article  Till,  the  corporate  powers  of  the  league  shall  be 
exercised  by  a  board  of  directors  and  such  officers  and  agents  as  such  board 
may  elect,  except  such  powers  as  are  by  this  charter  vested  in  the  censors  and 
censors'  Sectors,  temporary  and  permanent. 

Sbc.  2.  NuMBEB  OF  DIRECTORS —The  sald  articles  of  agreement  shall  provide 
the  number  of  directors^  which  shaU  not  be  less  than  nine  nor  more  than 
tweiity-tive. 

Sjec.  3.  EuscTioN  OF  DiBECTOEs— The  first  board  of  directors  shall  be  chosen 
by  the  commissioners  and  named  in  said  articles  of  agreem^t,  who  shall 
serve  until  the  second  Tuesday  in  April  next  following,  and  their  successors 
shall  be  elected  annually  thereafter  by  the  stockholders  of  the  life  depart- 
ment, each  share  of  such  stock  heins;  entitled  to  cast  as  many  votes  as  there  are 
directors  to  be  elected:  Provided,  That  no  director  shall  hold  such  office  after 
the  league's  mutualization,  but  nothing  herein  is  intended  to  prevent  a  director 
from  holding  the  office  of  trustee  when  the  league  becomes  mutualized,  if  he  be 
eligible. 

Sec.  4.  Election  of  offickrs.— During  the  temporary  control  the  officers  shall 
be  electe<l  annually  by  the  board  of  directors. 

Sec.  5.  Quorum— A  majority  of  the  board  of  directors  shall  constitute  a 
quorum  for  the  transaction  of  business. 

Sec.  6.  Tempobary  censors. — There  shflll  be  three  temporary  censors  who,  at 
the  time  their  terms  of  office  bejrin,  must  be,  and  for  five  years  next  preceding 
have  been,  public  certifieil  accountants  and  citizens  of  the  United  States. 

Sec.  7.  Selection  of  temporary  censors. — ^The  commissioners  ^all  choose 
the  first  board  of  temporary  <*ensors,  who  shall  serve  for  terms  of  eight,  twelve, 
and  sixteen  months,  respectlv^y,  and  their  successors  shall  be  elected  annually 
thereafter  for  a  term  of  one  year  each  l)y  the  temporary  censors'  electors  until 
the  pernianeut  censors'  electors  have  qualihed:  and  the  temporary  censors  shall 
be  inducted  into  office  four  months  apart  after  the  expiration  of  the  terms 
of  the  first  bcNard. 

Paka(;kaph  1.  Temporary  censors'  electors, — There  shall  be  ten  temporary 
censors'  electors,  each  of  whom  must  be  a  citizen  of  the  United  States  who  lias 
carried  on  his  own  life,  for  a  period  of  not  less  than  ten  years  and  in  an  amount 
for  not  less  than  $10,000,  a  policy  of  insurance  with  the  company  agreeing  to 
accept  and  operate  under  this  charter,  bat  who  holds  no  office  or  other  position 
with  such  company  and  who,  while  servinjr  as  such,  shall  hold  no  office  or  other 
position  with  the  leapme.  Xo  two  of  them  sliall  be  residents  of  the  same  State. 
The  commissioners  shall  choose  the  first  board  of  tempoi^ary  censors'  electors^ 
and  any  vacancy  occurring  in  such  board  shall  be  tilled  by  those  remaining. 

Pas.  2.  Dtjtces  or  teuporabt  censors'  sxegtobs. — ^Each  temporary  censors' 
elector  shall  possess  the  privilege  of  nominating  one  eligible  candi^te  f-or  tem- 
porary censor  at  each  temporai*y  censors'  election  and  to  cast  one  vote  for  three 
candidates  thereat,  and  to  nominate  one  eliirihie  candidate  to  fill  any  vacancy 
which  may  occur  in  the  board  of  tenii)orary  censors'  electors  and  to  cast  one  vote 
at  such  election.  All  such  elections  shall  be  by  ballot  and  all  ballots  must  be 
mailed  to  the  secretary  at  the  league's  executive  office  by  United  States  post  in 
envelopes  with  the  words  ** Temporary  censors'  ballot"  or  "Temporary  cen- 
sors' elector  ballot,"  as  the  case  may  be,  written  or  printed  in  red  ink  on  the 
address  side  thereof.  Such  ballots  shall  be  safely  preserved  by  the  secretary 
aud  oi:>ened  and  counted  in  the  presence  of  the  temporary  censors  ten  days  after 
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each  such  election.  The  temporary  censors'  electors  shall  fix  the  time  of  such 
election  to  suit  their  convenience,  and  the  time  so  fixed  by  them  shall  be  re- 
duced to  writin?:,  sisrned  by  a  majority  of  them,  and  mailed  to  the  secretary  to- 
be  preserved  as  a  permanent  rec*onl  of  the  league. 

Par.  3.  CJompensation  of  temporary  censors'  ELBCltms. — On  the  31st  day  of 
December  in  each  year  the  league's  treasurer  shall  pay  $1,000  to  each  t^porary 
censors'  elector  who  shall  have  voted  that  year  at  each  election  referred  to  in 
the  paragraph  immediately  preceding. 

Sec.  8.  Powers  of  temporary  censors. — The  temporary  censors  shall  have 
power  aud  authority  to  supervise  all  elections,  verify  the  statements,  audit  the 
accounts,  and  inspect  the  books,  papers,  transactions,  and  properties  of  the 
league,  attend  board  and  committee  meetings^  become  the  costodian  of  one  of 
tiie  keys  to  the  securities  vault,  and  approve  each  by-law,  contract,  and  agree* 
ment  of  the  leaprue  in  which  a  director,  trustee,  or  oihcer  is  to  acquire  a  direct 
personal  interest. 

Paragraph  1.  Compensation  of  TBUPfmARX  censob. — Each  temporary  cenabr 
shall  be  paid  a  salary  of  $12,000  annually,  in  equal  monthly  installments,  and 
traveling  expenses  incnrred  by  him  in  performing  his  duties. 

Par.  2.  iNBUfiaaxofi MSKUBsmo9j—A  temporary  censor  shall  be  ineligible  for 
reelection. 

Abtici-e  VIII. 


Section' 1.  Permanent  control.— When  the  league  becomes  mutual i zed.  as 
provided  in  section  5  of  this  article,  its  corporate  powers  shall  be  exercised  by 
a  board  of  trustees  and  such  officers  and  agents  as  such  board  may  elect,  ex- 
cept as  other\\  ise  expressly  provided  in  this  charter. 

Sec.  2.  Number  of  tbttstees.— The  board  of  trustees  shall  consist  of  as  many 
persons  as  &ere  me  trustee  districts,  If  an  eligible  pascm  fhereini  be  dolr 
etected  therefionu 

Sec,  3.  Trvstee  dtstricts. — ^The  number  and  classification  of  trustee  districts^ 
and  the  territory  comprising  each  shall  be  as  follows : 

First  class:  First,  Alabama;  second,  Arizona;  third,  Arkansas;  fourth,  Cali- 
fornia; fifth,  Colorado;  sixth,  Connecticut;  sevrath,  Delaware;  dg^th,  Dlirta^ 
of  Columbia;  ninth,  Florida;  tenth,  Georgia. 

Second  class:  Eleventh,  Idaho;  twelfth,  Illinois;  thirteenth,  Indiana;  four- 
teenth, Iowa;  fifteenth,  Kansas;  sixteenth,  Kentucky;  seventeenth,  Louisiana; 
eighteenth,  Maine;  nineteenth,  Maryland;  twentieth,  Massachusetts. 

Third  class:  Twenty-first,  Michigan;  twenty-second,  Minnesota;  twenty-third^ 
Mississil^i;  twenty-fourth,  Missouri;  tWOTty-fifth,  Montana:  twenty-sixth,  Ne- 
braska;  twenty-seventh,  Nevada  :  twenty-eighth.  New  Hampshire;  twenty-ninth.. 

New  Jersey;  thirtieth,  New  Mexico.  ,    ,    ^  ^   

Fourth  class:  Thirtv-first,  New  York;  thirty-second,  North  Carolina;  thirty- 
third,  North  Dakota;  thirty-fourth,  Ohio;  thirty-fifth,  Oklahoma;  tMrty-six^, 
Oregon;  thirty-seventh,  Pennsylvania;  thirty-^!hth,  Rhode  Island;  thirty- 
ninth,  South  Carolina ;  fortieth.  South  Dakota.  tt*  v 

Fifth  class:  Fortv-first,  Tennessee;  forty-second,  Texas;  torty-third,  Utah, 
fortv-fourth,  Vermont;  forty-fifth,  Virginia;  forty-sixth.  Washington;  forty- 
seventh.  West  Virginia;  forty-eighth,  Wisconshi;  forty-ninth,  Wyoming. 

Seg  4  QuoBTTM^— Bach  member  of  the  board  of  trustees  shall  have  one  vote- 
on  the  board,  and  a  majority  shall  constitute  a  quorum. 

Sec.  5.  Motttamzation  of  t.kagtte.— Ten  years  from  the  execution  of  the 
articles  of  agreement  referred  to  in  paratrranh  2  of  section  1  of  Article  VI  of 
this  charter,  the  board  of  directors  must  meet  for  the  purpose  of  mutualizing- 
the  league  by  electing  one  eligible  person  from  each  trustee  di^rict,  and  the 
persons  so  elected  shall  constitute  the  league's  first  board  of  trustees.  Such 
trustees  shall  he  divided  into  five  classes,  in  the  order  provided  in  section  3 
of  this  article.  The  term  of  the  first  class  shall  expire  on  the  second  Tuesday 
in  \pril  next  followinj^;  that  of  the  second  class  one  year  from  that  time;  that 
of  the  third  class  two  years  from  that  time;  that  of  the  fourth  class  three 
years  from  that  time;  and  that  of  the  fifth  class  four  years  from  that  time; 
and  so  on,  consecutively,  in  each  and  every  year  thereafter,  so  that  all  of  one 
dass  shaU  be  elected  annually  for  a  term  of  five  years.  All  vacancies  occur- 
rimr  on  the  board  of  trustees  by  death.  rcsip:iiation,  or  otherwise  shall  be  filled 
by  the  members  of  the  board  remaining  until  the  next  general  election:  Pro- 
vided, That  when  a  vacancy  occurs  by  reason  of  tlie  recall  of  a  trustee  at  a 
confldrace  election,  as  provided  in  paragraph  2  of  section  10  of  ttiis  article,  & 
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flpedal  election  must  be  called  by  the  president  within  six,  and  not  sooner  than 
four,  months  after  such  vacancy  occurs  to  fill  such  unexpired  term. 

Sbc.  6.  Qualification  of  TRTSTEES.—Each  trustee  shall  be  a  citizen  of  the 
rnitod  States,  bona  tide  resident  of  his  district,  and  qualified  positive  elector 
of  the  league,  and  remain  such  during  his  term  of  office. 

Sec.  7.  Annual  klection  of  tbustees. — ^The  annual  election  of  trustees  to 
flu  the  places  of  the  outgoing  dass  *all  be  on  ihe  second  Tuesday  in  March 
of  each  year,  and  the  newly  elected  members  shall  take  charge  of  their  oflace 
on  tlie  sec^ond  Tuesday  next  following. 

PiEc.  8.  Mannkr  of  elkcting  trustees. — The  trustees  shall  be  elected  by  the 
ballots  of  the  tiualified  positive  electors  residing  in  their  respective  trustee 
districts.  Such  ballots  shall  be  mailed  to  the  secretary  at  the  league's  executive 
office  by  I'nited  States  post  in  official  envelopes,  with  the  words  "  Offl<dal  trustee 
ballot "  written  or  printed  in  red  ink  on  tlie  address  side  thereof. 

Pabagkapii  1.  I>ALL0T8  AM)  KNVKix^PKs ;  HOW  Fi  iLMsHKi). — It  shall  be  thc  duty 
of  the  secretary  thirty  days  before  au  election  of  trustee  to  mall  one  official 
ballot  and  envelope  to  each  qualified  positive  elector  residing  in  the  trustee  dis^ 
trict  in  which  such  election  is  to  be  h^d, 

Pak.  2,  Opening,  cot-?:t[xg.  axd  inspecting  ballots. — ^I'he  secretary  shall,  on 
the  fourtli  Tuesday  in  :\Iar<-h  of  each  year,  open  and  count  the  ballots  cast  for 
trustees  at  the  election  held  two  weeks  before  in  the  presence  of  the  censors,  who 
shall  inspect  and  count  the  same.  Any  candidate  at  such  election  may,  at  his 
own  expense,  appear  at  such  opening  and  counting,  either  in  person  or  by  one  rep- 
resentative appointed  by  him  in  writing,  who  nuiy  also  inspect  the  same. 

?>.  (\\NDiDATEs  FOR  TRVSTEE. — Each  eligible  iH^rson  who  desires  to  become 
a  candidate  fur  trustoe  of  his  district  must  notify  the  secretary  of  such  desire 
three  months  before  an  election,  and  the  secretary  shall  Inform  such  person  of 
the  approximate  expense  of  postage  and  printing  necessary  to  place  his  name 
before  the  qualified  positive  electors  of  his  district.  If  such  person,  within 
twenty  days  after  mailin^r  such  information,  make  i-enuttance  to  cover  such 
approximate  expense,  it  sliall  be  tlie  further  duty  of  the  secretary  to  cause  the 
name,  address,  occui)ation,  and  business  or  professional  connections  of  each  such 
candidate  to  be  printed  on  each  ballot  sent  out  by  him,  and  mail  one  of  such 
ballots  to  each  qualified  positive  elector  who  has  resided  in  such  district  one  or 
more  yoai*s.  TIk*  candidate  receivinir  a  plurality  of  the  votes  cast  at  such  elec- 
tion siiall  be  declared  elected.  If  candidates  tie  at  an  election,  a  special  election 
shall  be  held  one  month  after  the  opening  and  counting  of  such  ballots  to  decide 
the  issue  between  them. 

Sbc.  9,  Positive  bxectob  DEFiNEn. — Bach  citizen  of  the  United  States  who  has 
been  a  bona  fide  resident  of  a  trustee  district  for  at  least  one  year,  and  who 
carries,  and  has  carried  for  a  period  of  at  least  ten  years,  a  jH)licy  or  policies  of 
insurance  on  his  own  lite  with  the  league  or  company  reinsured  by  it,  which 
policy  or  policies  have  unencumbered  reserve  values  aggregating  not  less  than 
$5,000  (such  reserves  to  be  calculated  on  the  American  experience  table  of 
mortality  with  interest  at  3  per  centum  per  annum  on  the  net  premium  basis), 
Is  defined  to  be  a  rwtsitive  elector,  and  shall  be  entitled  to  hold  the  office  of 
trustee  and  to  cast  one  ballot  for  a  candidate  for  trustee  of  a  district  in  which 
at  least  twenty  qualihed  positive  electors  reside  and  have  resided  a  least  one 
year,  unless  he  shaU  have  been  disqualified,  as  provided  in  paragraph  1  of  this 
section. 

Paragraph  1.  Disqi-altfication  of  positive  klectors. — Any  positive  elector 
may  be  disqualitied  as  follows:  First,  by  himself,  either  by  making  a  written  re- 
quest of  the  league  for  that  express  purpose  or  by  his  failure  or  refusal  to 
exercis§  his  privilege  to  vote  at  a  trustee  election  when  entitled  to  do  so;  sec- 
ond, or  by  the  negative  electors  at  a  confidence  election,  as  provided  in  paragraph 
2  of  section  10  of  this  articla  No  disqualified  positive  Rector  shall  vote  for 
trustee  or  hold  such  office. 

Sec.  10.  Negative  elector  defined. — Each  citizen  of  the  United  States  who 
has  been  a  bona  tide  resident  of  a  trustee  district  for  at  least  one  year  and 
who  carries  and  has  carried  for  a  period  of  at  least  ten  years  a  policy  or 
policies  of  insurance  on  his  own  life  with  the  league  or  company  reinsured 
by  it,  which  policies  have  unencumbered  reserve  values  a^^rej^atinfj  not 
less  tiian  J?otM)  nor  more  than  .^o,00<)  <  such  reserves  to  be  calculated  on  the 
same  basis  as  ])revided  in  section  9  of  this  article),  is  denned  to  be  a  nega- 
tive collector  and  shall  be  entitled  to  cast  one  vote  by  official  ballot  at  each 
confld^ce  election  held  in  his  confidence  election  district  to  disqualify  a 
quallfled  positive  elector  at  Sectors  residing  in  the  same  district 
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Paraguaph  1.  CoAHDEXCE  ELECTION  DisTKicT.s. — The  District  of  (Ndnml):a 
each  county,  each  parish  in  a  State  having  no  countv  government  and  each 
city  not  embraced  in  a  county  or  parish  but  situated  in  a  trustee  district 
shall  const  tute  a  separate  confidence  election  district.  • 

Pak.  2.  :Maxner  of  cat.t.txg  conftdexce  elections. — AVlicit  2."  per  cent  of 
the  negative  electors  <if  a  conhdence  eiecffui  district  petition  the  leairue  in 
writing  to  cast  a  vote  of  conhdence  on  <me  or  any  num»)er  of  (pialiiied  positive 
electors  resld.'ng  therein,  it  shall  be  the  duty  of  the  t^ecretarv  to  prepare 
ballots  containing  the  names  of  the  qualified  positive  electors'  to  be  voted 
on  and  mad  one  to  o  uli  negative  elector  thereof,  together  with  an  ofiicial 
^velupe.  If  a  majority  of  the  negative  electors  of  such  district  vote  a  lack 
of  contidence  in  any  qualihed  pos.tive  elector,  it  shall  have  the  effect  of 
disqualifying  him  from  thereafter  voting  for  trustee  or  lioldiag  sueh  oftice. 
The  president  a  majority  of  the  censors  or  temporary  censors,  as  the  case 
may  be.  or  20  per  cent  of  the  trustees  may  call  confidence  elections  at  wlU: 
Proriih  fJ,  That  not  more  than  one  contidence  election  shall  be  held  during  a 
per.od  of  tive  years  to  d'squalify  the  same  qualified  positive  elector. 

Sec,  11.  Annual  jclection  of  offickus. — The  l)oard  (.f  trnstees  shall  on 
Wednesday  next  following;  the  second  Tuesdav  in  April  of  each  year,  elect  a 
p^Klent,  secretary,  seven  members  of  the  advisory  council,  and  such  other 
omcers  as  the  by-laws  may  prescribe. 

Pakagkaph  1.  Tkkms  of  office  or  offtcers. — Tlie  officers  shall  ]>e  elected 
for  a  term  of  one  year  each  and  until  others  are  elected  in  their  stea<l. 

Sec.  12.  Advisory  couNCiL,— The  advisory  council  shall  consist  of  not  less 
than  seven  or  more  than  fifteen  persons,  who  shaU  be  qualified  positive  electors. 

Paragraph  1.  Power  of  advisory  council.— The  advisory  council  may  exer- 
cise such  power  and  authority  as  shall  be  delegated  to  them  by  the  board  of 
trustees,  which  shall  not  exceed  the  jxtwer  and  authoritv  such  board  luav  exer- 
cise under  this  charter:  Provided,  That  any  by-hiw  eiiacted  bv  tlie  advisory 
council  shall  remain  in  force  and  effect  only  until  the  dav  following  the  next 
meeting  of  the  board,  and  the  chairman  of  such  coan<^  shall  immediately  upon 
the  enactment  of  a  by-law  notify  each  member  of  the  board  of  the  same  and 
furnish  each  with  a  true  copy  thereof. 

Sec,  13.  Censors. — The  directors  and  trustees  are  authorized  to  nejjotiate  with 
the  United  Ck>mmercial  Travelers  of  America,  a  fraternal  association  with  its 
saprraae  council  in  Columbus,  Ohio,  or  the  Travelers'  Protective  Associatton 
with  its  supreme  council  in  Saint  Louis,  Missouri,  for  the  purpose  of  Inducing 
one  of  them  to  make  the  life  department  of  the  leajnie  the  official  life  Insurance 
company  for  its  members,  under  such  terms  and  conditions  as  may  be  mutually 
agreed  upou  by  the  board  of  directors  or  trustees  of  the  league  and  dulv 
authorized  offlcials  of  such  fraternal  association  and  approved  by  the  Secretary 
of  Commerce.  When  such  agieement  is  duly  and  properly  executed,  then  each 
meml>er  of  such  fraternal  association  residing  In  a  censor's  district  and  carry- 
ing on  his  own  life,  with  the  league  or  company  reinsured  by  it.  a  poMcy  of 
insurance  for  not  less  than  $1,000,  is  defined  to  l)e  a  censors  elector  and  shall  be 
entitled  to  nominate  one  candidate  for  censor  at  each  censor's  election  held 
therein  and  cast  CMde  vote  at  such  election. 

Paragraph  1.  Designation  of  districts  to  hold  censors'  elections. — ^At  each 
annual  election  of  <;fhcers  the  board  of  trustees  shall  designate  three  districts 
in  which  censors'  eUx-tions  shaU  be  held  the  following  year.  Tf  the  boanl  fails 
or  refuses  to  designate  such  districts,  the  censors  in  othce  shall  perform  such 
duty. 

Pab.  2.  NtTHBBft  AND  QtTAiJFicATiON  OF  CKN80K8. — ^There  Shall  be  three  censors 
elected  annually  for  a  term  of  one  year  each,  who  shall  take  charge  of  their 
office  four  months  ai)art  and  be  ineligible  for  reelection.  A  cen*«or  must  be, 
and  for  five  years  next  preceding  his  election  have  been,  a  ]>iiblic  certih^Ml 
accountant,  and  a  resident  of  or  maintain  a  businjess  office  in  the  censor's  dis- 
trict from  which  he  is  elected. 

Par,  3.  Censor's  uistbict. — A  censor's  district  shall  comprise  a  city  in  the 
rnited  States  with  a  population  of  not  less  than  one  hundred  thousand  in  which 
such  fraternal  association  has  a  local  council  with  at  least  ten  qualified  censors 
electors. 

Pab.  4.  CEN8<ms  from  separate  States, — 'So  two  censors  serving  at  one  time 
shall  be  residents  of  the  same  trustee  district. 

Par.  5.  Method  of  emxthng  censors. — ^The  agreement  between  the  league 
and  such  fraternal  association  shall  prescribe  the  method  of  holding  censors* 
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elections,  which  shall  have  the  force  and  offect  of  a  by-law  and  not  subject 
to  amendment  or  repeal  except  by  the  mutual  consent  of  the  board 
and  the  suprenre  council  of  such  fraternal  association:  Provided,  Tnat  untU 
censors-  electors  ha\  e  Qualitied  in  at  least  ten  censors'  districts  the  temporary 
censors'  electors  shall  continue  to  dect  temporary  censors.  ^ 

Subparagraph  1.  Pbohibition  against  censors'  ET  ECTtms  — No  censor  s  e  ector 
shall  hold  anv  ollice  or  other  position  with  the  leaj;ue  nor  recommeiia  any 
person  for  an  office  or  other  jios.tion  with  it.  and  any  censor's  elector  violating 
the  provisions  of  this  suliparagrapli  slmll  be  rendered  ineligihle  to  vote  at  a 
censor's  election. 

Par,  6.  Compensation  of  censors —Each  censor  shall  be  paid  an  annual  sal- 
ary of  .$12.0(X),  in  equal  montlily  installm^ts,  and  traveling  expenses  incurred 
by  him  wliile  performing  his  duties. 

Pak.  T.  Authority  of  censors —The  censors  shall  have  power  and  antliorl^ 
to  supervise  aU  elections,  caU  confidence  elections,  andit  the  accounts,  verity 
the  statements,  and  inspect  the  books,  papers,  transactions,  and  properties  of 
the  leagne,  become  the  custodians  of  one  of  the  keys  to  the  securities  vault,  . 
and  aM>rove  each  by-law.  contract,  and  a.ureenient  in  which  a  director,  trustee, 
or  officer  makiujj;  the  same  is  to  acquire  a  direct  personal  interest. 

Pak.  8.  Speciai.  oi.d-agi:  pension  funo.— In  consideration  of  the  service  such 
fraternal  association  would  render  the  league  in  keeping  it  properly  inspected, 
the  board  of  directors  and  trustees  are  authorized  to  raise  a  special  old-age 
pension  fund  for  the  sole  us(»  and  benetit  of  the  menrbers  of  such  fraternal 
association  as  may  be  nnitually  agreed  upon  by  the  board  of  directors  or 
trustees  of  the  league  and  the  supreme  council  of  such  fraternal  association : 
Provided,  That  no  person  holding  an  office  or  other  position  with  Uie  league 
shall  become  a  b^ieficiary  of  such  fund. 

Sicr.  14.  Political  control  prohirited. — No  nieml^er  of  the  board  of  trustees 
or  advisory  council  shall  become  a  candi(hite  for  or  hold  any  elective  office 
uuder  any  Government  or  with  any  political  party  while  holding  either  of  such 
places  of  trust  with  the  league. 

Abtecub  IX. 

SECTlo^'  1.  (jenekal  old-age  pension  fund. — When  the  stock  of  the  life  de- 
partment is  retired*  such  department  shall  begin  the  aceumuiaticm  of  a  general 
old-age  pension  fund  by  placing  therein  such  portion  of  Its  premium  income  as 
the  by-laws  may  prescril)e.  not  to  exceed  one-tentli  of  1  per  centum,  the  interest 
and  other  income  from  which  shall  become  avaihU>le  at  such  time  as  the  board 
of  trustees  may  decide,  and  paid  annually  thereafter  in  tlie  mamier  and  to  the 
persons  complying  with  one  of  the  requirements  imposed  in  paragraph  1  of  this 
section. 

Paragraph  1.  Beneficiaries  of  general  old-age  pexsion  fi^xd. — Each  per- 
son who  has  in  full  force  and  effect  an  unencumbere<l  insurance  or  deferred 
forfeitable  annuity  contract  which  he  has  carried  on  his  own  life  with  the 
league  or  c*ompany  r^nsured  by  it,  for  the  amount  and  time,  and  who  has  at- 
tained the  age  prescribed,  respectivelyt  in  one  of  the  following  four  subdivirionB 
of  this  paragraph,  shall  be  entitled  per  capita  to  an  equal  portiw  of  the  yearly 
available  income  of  the  general  old-ajre  pension  fund. 

First.  Th<ise  who  for  forty  years  have  carried  such  insurance  for  not  less  than 
$1^000,  or  such  annuity  on  which  the  premiums  aggregate  $100,  and  have  at- 
tained the  age  of  idxty-five  years. 

Second.  Or  those  who  for  thirty  years  have  carried  such  insurance  for  not 
less  than  $2,0(K),  or  such  annuity  on  which  the  premiums  a^re^te  $200,  and 
have  attained  the  age  of  sixty-seven  years. 

Third.  Or  those  who  for  twenty  years  have  carried  such  insurance  for  not 
less  than  $3,000,  or  such  annuity  on  which  the  premiums  aggregate  $300,  and 
have  attained  the  age  of  sixf  y-eight  ymrs. 

Fourth.  Or  those  who  for  ten  years  have  carried  such  insurance  for  not 
less  than  $4,o0i),  or  such  annuity  on  which  the  premiums  aggregate  $400,  and 
have  attained  the  age  of  seventy  years. 

Pab.2.  Endowmbnt  of  genbral  olu-aoe  pension  fund. — ^Any  person  may 
voluntarily  endow  the  general  old*age  praslon  fund,  the  income  from  which  to 
become  available  and  payable  to  bwieflciaries  at  such  time  or  the  happening  of 
such  event  and  under  such  terms  as  may  be  mutually  agreed  upon  in  writing 
by  and  between  the  endower  and  the  board  of  directors  or  trustees;  but  the 
available  income  from  every  such  endowment  must  be  general  and  apply  and 
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be  paid,  without  exertion,  as  is  expressly  provided  in  paragraph  1  of  this 
section. 

Par.  8.  Bkxkfactoks'  names  to  appkah. — Each  person  endowing  the  jreneral 
old-age  pension  fund  in  a  sum  fur  not  less  than  $1,(KK).0(M>  slniU  have  tlie  richt 
to  designate  the  name  of  one  benefactor,  which  name  shall  l>e  iiriuteil  lai  each 
check  remitting  the  available  portion  of  such  tend  to  the  beneficiaries  thereof; 
such  names  to  appear  in  Hie  order  itt.?rtileh  Hie  ei^wnmits  are  made,  beginninic 
with  the  first. 

Par,  4.  Objects  of  general  old-age  pension  fund. — The  objects  of  the  ireneral 
old-age  pension  fund  are  to  encourage  our  youth  to  capitalize  tlieir  future  in- 
come and  protect  themseWes  against  want  in  old  age  and  to  better  protect  the 
interests  of  policyholders  of  all  departments.  To  meet  tiie  last-^stated  objed:  it 
IS  provi(le<l  tlmt  in  the  event  the  ^laranty  fund  becomes  exhausted  from  any 
cause,  then,  and  in  such  event  only,  shall  the  general  old-asre  pension  fund  be 
liable  to  the  extent  of  25  per  centum :  hut  the  d^artment  causin^r  su<  h  ex- 
haustion shall  not  declare  or  pay  a  dividend  to  its  stoclc  or  policyholders  until 
the  general  old-«ge  pension  ftutd  is  fnUy  relmbnrsed,  both  in  prindpal  and  in- 
terest, at  the  ra^  of  5  per  oentnm  per  annum  for  tiie  som  so  used. 

Abticlb  X. 

Section  1.  Obligation  to  Rural  Credit  Society. — Tlie  life  department  of  the 
leaisrae  hereby  becomes  obligated  to  the  rural  credit  sodety  as  follows : 

First,  To  invest  $50,000  in  the  capital  stock  of  each  of  the  forty-eight  branches 
of  said  society,  each  of  such  investments  to  he  made  within  thirty  days  after 
the  Secretary  of  Agriculture  notifies  the  league  of  the  organization  of  the  re- 
spective branch- 
Second.  To  purchase  at  the  marlcet  price  and  at  all  times  carry  $100,000  of  the 
credit  paper  of  each  brandi  of  said  society,  provided  such  so^ety  has  fsodx 
an  amount  it  is  willing  to  sell  to  the  lea^ie. 

Third.  To  select  annually  one  auditor  and  such  number  of  deputy  auditors 
for  said  society  as  the  president  of  the  league  deems  necessary  for  the  business 
requirements  of  said  society,  and  prepare  a  schedule  of  compensation  for  them 
and  submit  the  same  to  the  censors  of  said  society  for  approval. 

Fourth.  And  to  act  as, trustee  for  the  acceptance  from  the  Government  of 
the  Uniteil  States  of  the' guaranty  fund  of  said  society,  invest  the  same,  and 
pay  int<»  the  society's  treasury  the  principal  and  accrued  interest  of  said  fund, 
less  one-half  of  1  i>er  centum  per  annum  as  the  league's  compensation  for  the 
risk  and  expense  of  such  trust,  at  such  time  or  times  and  in  such  amounts  as 
the  Secretary  of  Agriculture  may  reQuire. 

PARAGRAPH  1.  Obligations  enforced  in  the  coitits. — The  rural  credit  society 
may  enforce  the  obligations  imposed  on  the  leajrue  in  this  article  by  resort  to 
any  court  of  law  or  equity  in  tlie  United  States  having  jurisdiction  of  the 
matter. 

Article  XI. 

Sbction  1.  Taxes.— The  league  shall  pay  into  the  Treasury  of  the  United 
States  2  per  centum  per  annum  on  its  paid-up  capital  stock  of  each  department 
and  such  rates  on  its  real  estate  owned  by  it  to  the  States  wiiere  situated  as 
niav  be  i>rovided  by  the  laws  of  such  States. 

Paragraph  1.  Second-class  mail  pkivilkge.— The  league's  premium  and 
policyholders'  dividend  notices  and  receipts  and  periodical  bulletins  to  its 
policyholders  shall  be  rated  as  second-class  matter  and  sent  throufrh  tlie 
mails  of  the  United  States  as  such,  under  such  rules  and  relations  as  the 
Postmaster  General  may  prescribe. 

Article  XII. 

Sbction  1.  Statements. — The  leajrue  shall  render  meh  statements  to  the 
Department  of  Connuerce  as  the  Secretary  of  Ownmerce  may  require. 

Paragraph  1.  Quinquennial  statements. — ^The  leajjue  shall  (luinquennially 
publish  a  full  itemizetl  statement,  including  all  by-laws,  and  send  to  any  public 
library  in  the  United  States  a  copy  thereof  which  makes  written  request  therefor 
three  montta  before  such  publication  and  remits  to  cover  the  expense  in  siding 
out  the  sameii 
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process  may  be  served  and  tunusli  the  beiretarj  oi  v.tmi 
ll«  „t  the  »«u,e.  ^jy^ 

S  ?^erf  person  wliu  with  like  intent  aids  or  abets  any  officer,  ^f'^'  ^geut, 

inl^^Treaswvn.S^  other  vise  appropriated,  to  etYect  the  purposes  of  this  act 
f  whil  S40   H,^u.U   m.me  available  iuuuediately  to  defray  the  preUminary 
or  ^^llull  i   operation.  Such  last-mentioned  sum,  or  so  much 

uSTas  ^B^n^ryTsS  t  by  the  Treasurer  upon  the  preseuta- 
«onTo  him  of  vouchers  dulv  signed  by  the  chairman  of  sa  d  commissioners  and 
JZived^  them's  of 'the  Treasury.  The  commissioners  shall  elect  oue  of 
fhS^mim  er  :.s  .  hairman.  who  shall  preside  at  their  lueetiags^  call  the  commls- 
s  Xr  ge  1  er.  direct  the  activities  of  themselves  and  such  experts,  agen  s% 
and  clerks  as  they  may  appoint  to  aid  them,  and  sign  fU  v<>"<;1^^'-^  ^  f 
Treasurer,  which  vouchers  shall  not  aggregate  the  sum  of  $4(),(MK».  The  lom 
i/^hmers  shall  fix  the  compensation  to  be  allowed  the  experts,  agents,  and 
oler'ks  api-o  nteil  to  aid  them.  Tliey  shall  be  compeiisatetl  by  a  Sflafy  »^ 
$2,5()0  ea('h  and  traveling  expenses  incurred  by  them  in  performing  the  duties 

imposed  on  them  under  this  act. 

The  said  sum  of  $25,000,000  hereby  appropriated  shall  become  available  when 
said  commissioners  have  caused  the  articles  of  agreement  referred  to  in  para- 
crnoh  of  secfon  1  of  Aifcle  VI  of  the  said  liberty  insurance  league  charter, 
created  bv  this  act.  to  be  signed  and  executetl  iu  the  manner  therein  prescribed 
and  approvetl  bv  the  Secretary  of  Commerce,  when  said  sum  shall  be  paid  into 
the  treasurv  of  said  league  by  the  Treasurer  of  the  Un  ted  States  upon  the  pres- 
entation to*  him  of  a  voucher  duly  s  gne.l  by  the  Secretary  of  Commerce  and 
approved  bv  the  Auditor  of  the  Treasury. 

Tlie  ("HAir.M.vN.  ilr.  .Milliken,  do  you  want  to  proceed  farst,  or  do  yt»u  want 
Mr.  Spillmau  to  proceed? 

Mr.  MituKEN.  I  will  proceed,  if  that  is  agreeable. 

The  Chaikman.  Mr.  Milliken.  we  will  be  glad  to  have  von  address  yourself 
to  the  biU  and  to  the  subject  generally. 

STATEMENT  OF  MB.  R.  C.  MILLIKEN,  MONETABT  STATIST  FOB 
THE  EU&AL  CBEDIT  GOKKITTEE  OF  THE  NATIONAL  SOCIETY 
07  BECOBD  AaaOGIATIOH8»  SIS  EAST  CA^mOIi  SSXEXTSt  WASH- 
nrOTON,  B.  €. 

Mr.  Mii.i.iKKN.  My  name  is  R.  C.  Milliken,  monetary  statist  for  the  rural 
cred  t  committee  of  the  National  Society  ot  Record  Aaaociatioiis. 

Mr.  Chairman,  th^s  is  an  association  of  all  the  purebred  Itve-stocfc  associa- 
tions, and  as  the  association  is  not  as  well  known  as  the  constituent  members, 
I  would  like  to  have  the  names  of  the  members  of  my  committee  put  iii^  the 
record,  and  to  give  our  street  address  here. 
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Mr.  Black.  And  you  represent  what? 

Mr.  Milliken.  I  represent  that  committee  tliat  was  selected  by  the  national 
society^ 

The  Chaibman.  If  there  is  no  objection,  you  can  read  th&ai  into  tlie  record. 

Mr.  MiLUKKN  (reading)  : 

"F.  L.  Houjjhton,  secretary  Holstein-Friesian  Assoc-iatiou,  chairman;  Wayne 
Diiisnv)re,  secretary  of  Horse  Association  of  America ;  F.  W.  Harding,  general 
executive  Shorthorn  Breeders'  Association  and  seca-etary  Am^can  Cotswold 
Association;  Robert  J.  Evans,  president  American  Swine  Growers  Association 
and  secretary  Duroc-Jersey  Association;  and  Wm.  H.  Caldwell,  secretary 
Guenisey  Cattle  Club,  members;  R.  C.  Milliken  monetary  statist." 

The  enacting;  clause  of  the  bill  states  the  purposes  of  it  are  to  standardize 
paper  for  agiicultural  production,  to  establish  discount  markets  for  such  pap«r, 
and  to  create  necessary  fiscal  agents  for  the  Government  of  the  United  States, 
and  for  other  purposes."  Of  course,  the  fiscal  ajrency  clause  in  the  bill  is  to 
give  it  constitutionality.  We  know  that  otherwise  Congress  would  have  no 
authority  to  legislate.  That  was  decided  in  the  case  of  Bank  v,  Venno  (S  Wall., 
533).  That  was  the  case  in  which  the  10  per  cent  tax  on  State  bank  circula- 
tion was  rendered.  It  was  contended  ttiat  the  act  was  not  intended  to  raise 
a  revenue  but  to  destroy  the  State  banks.  But  the  Supreme  Court  held  that 
inasmuch  as  Congress  had  the  right  to  levy  the  tax  it  was  not  the  province 
of  the  court  to  go  into  the  motives  of  Congress;  and  possessing  the  power  to 
levy  the  tax  the  act  was  declared  valid.  The  Supreme  Court  in  the  recent 
Federal  land  bank  case  made  the  same  statement,  sustaining  the  constitutioi^ 
ality  of  the  farm-loan  banktaig  systm,  by  reason  of  the  fact  that  Ckmgress  had 
created  a  fiscal  agency  for  the  Government  of  the  United  States. 

The  power  of  Congress  to  create  financial  and  fiscal  a^rents  for  the  CTOvernment 
of  the  United  States  is  unquestioned.  All  that  Congress  has  to  do  to  make  its 
act  constitutional  in  the  matter  of  creating  such  agencies  is  to  declare  they 
are  necessary.  As  this  is  the  first  attempt  to  employ  such  power  for  the  creation 
of  an  insurance  company,  it  ndght  not  be  out  of  place  for  me  to  point  out  to 
you  the  .  instances  in  the  past  in  whldi  sudi  agencies  ww  necessary  for  the  . 
administration  of  the  Oovernment. 

It  is  not  niv  purpose  to  discuss  the  panic  of  1893  nor  the  causes  which  brought 
it  about,  except  to  illustrate  my  point— the  necessity  for  such  a  fiscal  agency  at 
that  time.   It  wUl  be  recalled  that  early  In  that  year  our  ability  to  maintain 
the  gold  standard  was  seriously  questioned  among  the  investors  of  the  world. 
Both  political  parties  had  been  flirting  with  tlie  silvei-  issue  for  several  years. 
The  gold  reserve  had  de^-lined  so  far  below  the  danger  mark  that  a  bond  issue 
was  resorted  to.    The  Secretarv  of  the  Treasury  attributed  the  failure  of  the 
first  issue  to  the  fact  that  the  bonds  were  payable  in  "coin,"  so  he  decided  to 
make  a  "  gold  "  issue.  He  caUed  on  the  law  clerks  of  tlie  Treasury  Department 
to  look  up  his  authoritv  to  do  so,  and  they  advised  liini  that  he  p(»ssesse<l  no  sucli 
authoritv  under  the  law.    The  law  existed  but  had  never  been  exercised,  and 
those  law  clerks  relied  on  the  cusiom  of  the  department  rather  than  to  the  act  of 
Congress.  Hence  it  was  that  the  Secretary  made  an  arrangement  with  a  finan- 
cial firm  to  maintain  the  gold  standard  for  six  months  in  c(»nsideration  that 
Congress  authorize  the  Issuance  of  gold  bonds.   Had  that  official  applied  to  any 
one  of  the  big  life  insuranet*  companies  for  that  advice  he  would  Imve  been 
nronerlv  advised,  for  each  of  theni  has  Ixmd  experts  who  rely  on  the  law.  not 
custom'  Their  bond  purchases  are  so  hirj^^e  that  they  must  have  bond  experts  to 
advise  them,  and  the  Government  should  have  one  of  such  corporations  tj>  ad\ase 
it  on  such  matters.   For  making  that  mistake  the  Secretary  of  the  Treasury 
and  his  chief  were  branded  with  corrnption  on  nearly  every  stump  in  this  coun- 
try   Congress  should  not  force  our  high  pul»lic  offi<'ials  to  have  to  rely  on 
ernment  clerks  who  have  had  no  business  experience  tor  such  advice.   No  other 

^'^TSer^'instance  in  which  the  Government  needed  such  a  fiscal  auency  was 
during  the  war,  when  the  War  Risk  Insurance  Bureau  was  created  to  i»rovide 
insurance  for  our  soldiers  and  sailors.  That  act  became  oi^erative  (K-t<.ber  fi, 
iqiT  or  11  months  and  o  days  before  the  signing  of  the  armistice.  Yet  during 
that 'short  nerlod  the  bureau  wrote  more  than  forty  bllUons  of  insurance,  exclu- 
^ive  of  its  allotment  and  allowance  and  compensation  business.  Its  insurance 
business  alone  exceeded  the  amount  on  the  books  of  all  the  American  <  onipanies 
«t  that  time  all  written  within  one  year.  Eveiy  American  life  iusui-aiH-M  com- 
panv  placed 'its  official  staffs  and  au^^-ncy  forces  at  the  command  of  that  luireau 
ducbig  ttie  war*  Every,  life-insurance  agent  was  commanded  by  his  oflicials  to 
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exert  his  best  efforts  In  explaining  that  act  to  the  soldiers  f  "^J;  ^^^^^^^ 

carry  the  limit.   The  bureau  lia<l  some  of  the  a!)lest  and  l.est  ^/^^^  !  f  ^'l^ 

in  the  countrj-  in  its  employ,  yet  it  was  the  most  ^"^^^^^^  b^^^^^ 

carry  on  the  war,  and  the  reason  therefor  is  apparent  tf^^.^J'y 

It  is  absolutely  impossible  to  perfect  such  an  organization  In  the  time  required  in 

that  case.  It  takes  years  to  perfect  such  an  organization  ,  hmwiance 

What  Conijress  should  have  done  was  to  have  created  a    ederal  ^ 
oliarter  and  induced  one  of  the  big  life  insurance  conipames  to  ^^^f 
that  business  for  our  soUliers  and  sailors.    That  would  have  sawd  the  Gov- 
ernment two-thirds  the  exi^ense  it  incurred  in  managing  that  »>u«a«.f°^^^ 
soidiers  would  have  had  ten  times  better  service  man  they  recened  ^^^m  the 
Government.   It  was  insurance  servfce  for  our  soldiers  that  we  needed  at  that 
tiine  and  the  only  way  to  procure  that  is  through  a  well-organized  institution 

doin^-  tliat  particular  elass  of  business.  xt-«^««i  r«^«in/«n 

At  tlie  rcNiuest  of  the  Hon.  W.  S.  Gifford,  director  of  the  National  Council 
of  Defense,  I  prepared  a  plan  along  that  line,  and  the  charter  I  prepared 
for  our  soidiere  was  aUnost  identical  with  the  insurance-U  airue  charter  of 
the  :^IcFadden-Kenvon  bill.  I  h:!d  been  workinir  on  that  plan  tw<.  montlis 
before  Secretarv  McAdoo  announced  his  sfK-ialistic  plan— a  plan  devised  by 
a  man  who  never  had  a  day's  experience  in  life  insurance  as  I  ina™  ^im 
admit  at  the  hearin^is  on  the  House  bill.  The  House  committee  begrudgingly 
eave  me  an  hour  to  present  my  plan.  From  the  treatment  accorded  nie  before 
tiiat  committee  I  real  /e^l  the  futility  of  attempting  to  make  further  lieadway 
before  them.  So  I  de<-ided  to  look  up  some  soldiers-  the  real  benehciaries 
of  the  bill— and  f  resent  it  to  them  in  person.  So  that  eveumg  I  went  to 
the  Washinjjton  Barracks  and  found  that  the  first  battalion  of  the  Sixth 
I  nited  States  Engineer  Regiment  was  encamped  there.  I  looked  up_  me 
commandant,  Maj.  (now  Gen.)  John  N.  Hodges,  a  graduate  of  our  Military 
Academy,  with  something  like  16  years'  experience  in  the  Army.  Alter 
listening  to  me  explain  the  difference  between  my  plan  and  the  administration 
plan  he  said  that  nnne  setuned  so  much  preferable  that  he  would  Select 
some  soldiers  for  me  to  present  it  to.  He  said  he  would  have  them  at  the 
post  lecture  room  at  2  o'clock  the  next  afternoon.  I  spent  more  than  two 
hours  presenting  the  two  plans  to  them,  and  at  the  conclusion  they  asked 
me  to  see  the  commandant  and  procure  for  them  a  fui'Iough  to  enable  them 
to  appear  before  the  House  committee  and  ask  that  n»y  plan  be  substituteil 
for  the  administrations  plan.  I  did  as  they  requested  and  they  appeared 
before  the  committee,  but  the  committee  refused  to  listen  to  them. 

It  was  on  August  24,  1917,  that  I  appeared  before  the  House  committee, 
and  the  Senate  committee  began  its  hearings  on  September  18,  and  during 
the  interim  I  had  several  talks  with  those  soldiers  on  those  two  plans. 
Several  of  them  were  well  educated  and  one  was  an  experienced  life-insurance 
man  who  resigned  a  $250  per  month  position  to  enlist  -in  the  Army  as  a 
private.  Those  soldiers,  after  readbig  the  bill  and  hearings  before  the 
House  committee,  decided  to  petition  to  Congress.  That  petition  was  m 
triplicate,  one  being  posted  on  the  bulletin  board  of  each  of  the  three  com- 
panies at  their  battalion.  Neither  they  nor  I  knew  it  was  a  violation  of  the 
Armv  regulations  for  a  scddier  to  petition  Congress  at  that  time.  Those  peti- 
tions were  on  the  bulletin  boards  two  hours  before  one.  of  the  officers  dis- 
<?overed  them  and  had  them  remoYed,  but  during  that  time  more  than  200  of 
the  r,(K)  soldiers  of  that  battalion  signed  it.  A  copy  of  that  petition  may  be 
found  in  the  Senate  hearings  on  that  bill.  It  is  quite  long  and  I  ^all  simply 
ask  v*»ur  indulgence  while  I  read  the  concluding  paragraph: 

Therefore  we  believe  our  interests  would  be  best  conserved  if  the  Govern- 
ment negotiated  with  one  of  the  big  companies  to  do  that  business  for  us, 
because  such  a  company  could  not  be  induced  to  assume  a  contract  involving 
such  a  stui»en(h»ns  obligation  unless  it  was  safe,  and  Congress  can  protect  us 
against  the  company  hy  seeing  to  it  that  its  contracts  with  us  are  euforcable 
in  the  courts.  That  would  afford  us  double  protection  and  at  the  same  time 
guarantee  us  against  sinister  political  influwices." 

The  Senate  committee  allotted  me  Just  five  minutes  in  which  to  present  my 
plan.  I  did  not  have  time  even  to  read  the  petition  of  those  soldiers,  though 
the  committee  was  gracious  enough  to  have  it  incorpoi'ated  as  a  part  of  my 
remarks  Just  hefore  the  Senate  committee  began  its  hearings  I  had  a  con- 
versation with  Mr,  George  B.  He,  presidwit  of  the  Association  of  Life  Insur- 
ance Presidents  (an  association  composed  of  the  presidents  of  all  the  large  life 
i]iTO2«nce  eoaxj^K!^)  in  wlOch  he  said  he  had  read  my  plan»  which  appeared 
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in  the  hearings  of  the  House  eommittee,  adding  it  was  sound  and  practicable 
and  would  save  the  Government  tens  of  mllUons  in  expenses  and  famish  our 
soldiers  a  far  superior  aerviee  than  it  was  possible  for  the  Government  to 
render. 

I  have  treated  this  phase  of  the  hill  at  such  length  for  the  sole  puri»ose  of 
showing  the  utter  futUity  of  attempting  anything  of  a  constructive  nature 
during  war  times.   That  is  a  time  for  action  rather  than  accuracy.  Every- 

thmg  IS  so  topsy-turvy  that  no  one  can  think  clearly.  Thwefore  such  a 
measure  as  this  must  be  prepared  in  a  time  of  peace  long  in  advance  of  its  use. 
Furthermore,  the  corporation  which  wouhl  have  such  a  trust  comniitte<l  ro  its 
charge  must  first  gain  public  confidence  to  a  high  degree.  That  is  ho^v  i  !ie  Bai»k 
of  Entfand  became  the  most  important  public  service  corporation  in  the  world. 


proposed  insurance  league  should  serve  our  farmers  faithful! v.  then  Cougiess 
wonld  doubtless  create  other  similar  fiscal  agencies  to  handle  the  War  iUsk 
Insurance  Bureau,  as  the  proposed  league  would  have  quite  enough  to  do  to 
attend  to  the  trust  re]iosed  iu  its  charter.  This  country  never  had  more 
patri<>tic  citizens  than  the  meu  who  organize<l  some  of  our  old  mutual  life 
insurance  comi»anies,  many  of  whom  worked  for  years  without  compensation. 
They  enjoyed  public  confidence  to  the  highest  degree,  and  many  wiUs  are  of 
record  directing  tikat  the  estates  be  invested  in  the  class  of  securities  held  by 
those  conipauies. 

Still  another  reason  why  Toii^n-ess  should  create  these  two  fiscal  agencies 
is  to  create  a  class  of  standard  securities  to  co\er  the  hanking  ohlit^ations  of 
the  policy  contracts  issued  hy  the  War  Risk  Insurance  liureau.  I  shall  elabo- 
rate on  this  later  on  when  I  present  the  monetary  i^uise  of  this  bilL 

As  this  bill  purposes  to  create  a  new  system  of  banking— at  least  new  to  us, 
hut  old  in  otiier  countries — 20  centuries  older  than  the  other  two  systems 
of  I)anking  of  which  we  have  autiientic  knowledge — it  is  necessary  to  go  into 
the  history  of  banking,  and  that  is  done  in  a  very  short  statement  hy  the 
greatest  banker  that  ever  wrote  on  the  subject,  James  W,  Gilbart,  the  man 
who  created  the  present  banking  system  of  England,  who  wrote  this  book  In 
1827,  and  I  am  going  to  just  read  to  you  what  he  said. 

The  CiiAiinfAx.  AVhy  not  refer  to  the  volume  and  page? 

Mr.  MiLLiKKN.  That  is  on  page  131.  section  8,  "  Banks  of  deposit,"  first 
volume,  Gilbart  on  Banking,  by  Ernest  iSykes,  1907  edition,  which  was  fur- 
nii^ed  to  the  Congressional  Library  by  the  Monetary  Cmnmission,  the  very 
highest  authority.  [Reading:] 

"  Banking  is  a  kind  of  trade  carried  on  for  the  purpose  of  getting  money. 
The  trade  of  a  hanker  differs  from  other  trades,  inasmuch  as  it  is  carried 
on  chietly  with  the  money  of  other  people. 

"  The  trading  capital  of  a  bank  may  be  divided  into  two  parts,  the  invested 
capital  and  the  banking  cai^tol.  The  invested  capital  is  the  money  paid  dovm 
by  the  partners  for  the  purpose  of  carrying  on  the  business.  This  may  be 
railed  the  real  capital.  The  hanking  capital  is  that  portion  of  capital  which 
is  created  hy  the  hank  itself  in  the  course  of  its  business,  and  may  be  culled 
the  borrowed  capital. 

There  are  three  ways  of  raising  a  banking  or  borrowed  capital.  First,  by 
receiving  deposits;  secondly,  hy  the  issuing  of  notes;  thirdly  by  the  drawing  of 
hills.  If  a  person  will  lend  me  £100  for  nothing  and  I  lend  that  £100  to 
another  person  at  4  per  cent  interest,  then  in  the  course  (»f  a  year  I  shall 
gain  £4  by  the  transaction.  Again,  if  a  person  will  take  my  *  promise  to  pay' 
and  bring  it  back  to  me  at  the  end  of  the  year  and  pay  me  4  per  cent  for  it, 
just  the  same  as  though  I  had  lent  him  ICQ  sover^gns,  then  I  shall  gain  £4 
by  that  transaction ;  and,  again,  if  a  person  in  a  country  town  brings  me  £100 
on  condition  that  21  days  afterwards  I  shall  pay  the  same  anatunt  to  a  person 
in  London,  then  whatever  interest  I  can  make  on  the  money  during  the  21 
davs  will  be  mv  proht.  This  is  a  fair  representation  of  the  operations  of 
banking  and  of  the  way  in  whldx  a  bankins  cftj^tal  Is  created  by  nmsam  of 
deposits,  notes,  and  bills." 

Credit  has  precisely  the  same  effect  on  values  as  gold. 

An  expansion  of  cre<lit  by  $100,000,000  has  as  nmch  influence  on  pri<  es  as  an 
addition  of  $100,000,000  to  the  quantity  of  gold.  John  Stuart  Mill  says,  "  Jdoney 
and  credit  are  exactly  on  a  par  in  their  efCect  on  prtoe^." 
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Henry  Dunning  Macleod,  another  great  Scotcb  fWlo«opher  of  credit,  in  his 
Theory  of  Credit,  says : 

**  It  is  perfectly  acknowledged  that  credit  produces  exactly  tlie  same  effect  on 
price'^  as  prold.  And  it  has  been  sliown  hy  luithentic  statistics  that  in  modern 
times  gold  only  forms  ahont  1  per  cent  of  the  circuhiting  medium  of  currency ; 
and  to  suppose  that  a  variatiou  to  the  smidl  extent  of  a  fraction  of  1  per  cent 
In  the  amount  of  the  (irculatlng  medium,  or  measure  of  value,  could  produce 
tbe  effect  so  popularly  attributed  to  it  is  wholly  beyond  reason." 

We  nnist  not  fail  to  differentiate  between  money  and  ci'edit.  Money  has  two 
ftmctions.  one  as  a  measure  of  value  and  tiie  other  as  a  medium  of  exchange. 
In  order  to  i>erform  its  function  as  a  measure  of  value  money  must  possess  a 
value  in  and  of  itself  and  aside  from  its  nse  as  money.  Wheat  duUng  Ckilonlal 
days  was  the  money  of  Pennsylvania.  It  was  made  such  because  at  that  time 
it  was  the  principal'  connnodity  of  that  colony.  Tobacco  vras  the  money  in  both 
Maryland]  and  Vir;;inia.  a  statement  which  may  he  verified  by  an  examinati<»n 
of  tiie  old  deed  records  iu  the  counties  surrounding  this  city.  Credit  is  uot 
monev,  but  only  the  representative  of  money  or  promise  to  pay  money. 

I  now  to  c<nisider  the  history  of  the  bill  of  exchange,  or  the  ancient 
system  <»f  "  banking  with  bills."  I  quote  from  the  Venetian  Republic  l)y  Haz.litt. 
pajre  6*J2,  volume  II.  In  speaking  about  the  scant  coina.Lie  in  the  Venetian  Re- 
public— and  we  nnist  bear  in  nund  that  Venice  from  the  seventh  to  the  sixteenth 
centuries  was  the  richest  and  most  powerful  commercial  nation  in  the  world; 
^e  dominated  the  seas,  as  HazHtt  says,  and  possessed  the  sde  line  of  com- 
munication between  the  Occident  and  the  Orient. 

The  Chairman.  AVhat  did  Venice  cover  in  the  way  of  t(*rritory? 

Mr.  MiLLiK?:x.  Venice  was  built  on  stilts  in  the  Adriatic  sea,  but  she  sought 
trade  rights.  She  did  uot  seek  territory.  The  Dalmatians  refuseil  to  trade 
with  her  during  the  crusades,  and  when  the  crusaders  visited  Venice  en  route  to 
toe  Holy  Land  they  had  no  ships.  So  the  Venetians  agreed  to  supply  the  ships, 
if  the  crusaders  woidd  force  the  Dalmatians  to  trade  with  her.  The  armies  of 
the  crusaders  soon  broujjht  the  Dalmatians  to  terms  and  Venice  fux'uished  the 
ships  for  their  trip  to  the  Holy  Land. 

Hazlitt  siiy^  [reading] : 

'"All  these  devices  f<Mr  obviating  the  inconvenience  arising  from  the  scanty 
currency  might,  however,  have  failed  to  provide  any  adequate  remedy  for  the 
evil  if  trade  had  not  been  larjrely  conducted  on  a  basis  of  exchanjje  and  pay- 
ments in  kind  had  not  lon.c:  remained  in  universal  vogue.  We  must  acquit  the 
A'enetians  of  an  ignorance  of  bills  and  other  substitutes  for  cash,  when  such 
facilities  were  ete^here  enjoyed  in  the  twelfth  and  thirteenth  centuries; 
and  while  the  first  explicit  reference  to  such  matters  is  as  late  as  1405,  the  pas- 
sage where  it  occurs  speaks  of  it  rather  as  a  familiar  principle  than  as  a, 
novelty  in  practice,  and  so  nmch  so  that  we  have  an  actual  dociiment  of  1326 
immediately  belonging  to  Milan,  but  the  counterpart  and  sample,  beyond  doubt, 
of  thfmsanils  or  hundreds  of  tiionsands  which  once  existed  np  and  down  com- 
mercial Ekirope.  It  is  in  the  snbjitoed  terms  and  points  to  a  practice  of  giving 
six  months'  credit,  or,  as  is  now  expressed,  of  drawing  at  six  months." 

At  the  time  he  speaks  of.  the  date  of  this  bill  that  was  found  in  Milan  was 
several  centuries  before  the  oldest  dei>osit  or  note  issut*  bank  of  Europe  was 
incorixjrated,  the  oldest  one  being  the  Bank  of  Venice  in,  I  think  it  was,  1509. 

It  was  not  until  within  the  past  three  centuries  that  deposit  and  note  issue 
hanking  was  carried  on  in  England.  The  English  merchants  used  the  Tower 
of  London  as  a  depositary  for  their  gold  to  meet  their  bills  of  exchange,  and 
it  was  Charles  I  who  confiscated  that  gold  that  brought  about  what  was  then 
termed  by  Sir  Josiah  Child  "  the  new-fashioned  bankers "  in  his  Essay  on 
Trade,  published  in  1678,  which  you  will  find  in  the  Library  of  Congress 
among  Jefferson's  collections. 

Sa*  Josiah  Child  was  the  greatest  captain  of  industry  prior  to  the  caotains 
of  industry  in  America.  He  was  the  foimder  of  the  East  India  Co.,  a  member 
of  I'arlianieiit.  a  Fellow  of  the  Uoynl  S'x-'ety  of  Ixmdon,  was  a  i>h  l*>soi)]iei*.  and 
it  would  be  a  treat  to  any  one  to  read  his  Essay  on  Trade  published  in  1678. 
Of  course  he  talked  from  experience,  and  he  charged  the  "new-fashioned 
bankers'*  of  England  at  that  time — "deposit  and  note  issue  bankers" — with 
beiii'.'"  resnonsihle  for  raisinir  the  interest  rate  2  or  3  per  cent  higher  than  it 
was  in  Holland,  because  they  were  iiayhiir  0  per  cent  for  their  borrowed  money. 
And  Gilhart  in  his  treatise  makes,  mention  and  argues  from  that  and  sustains 
his  portion.   He  himself  makes  an  extended  argument  on  it. 

I  am  merely  setting  forth  this  as  a  basis  for  the  discussion. 
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The  Chairman.  We  are  very  glad  to  have  it 

Mr.  MiLLiKEN.  The  bill  of  exchange  to-day  is  the  principal  currency  in  the 

commerce  of  England  and  France. 

This  brings  us  now  to  a  consideration  of  how  these  hills  perform  such  a  mis- 
sion in  the  commerce  of  those  countries.  England  has  standardized  the  bill 
of  exchange  through  the  acceptance  house.  These  acc^tance  houses  grew  out 
of  the  old  importing  firms,  and  they  had  established  such  h^-grade  intmia- 
tional  credit  that  they  were  called  upon  by  merchants  of  second-rate  credit  to 
accept  for  them,  and  in  that  way  they  specialized  in  acceptances  to  tJie  «c- 
duslou  of  their  importing  business. 

I  now  wish  to  quote  on  that  and  give  you  the  history  of  it,  from  Hartley 
Wifhers's  "  The  Meaning  of  Money,"  page  160.  Mr.  Withers  is  editor  of  the 
Economist,  and  is  the  most  autlioritative  monetary  writer  to-day  in  England, 
and  his  work  was  collected  by  the  Monetary  Connnission  and  Was  pubUslied 
shortly  before  the  Monetary  Commission  went  abroad. 

On  page  160  it  is  said : 

"  It  is  easy  to  understand  how  a  distinct  class  of  acc^ting  houses  grew  up 
out  of  the  merchant  imiwrters  who  originally  accepted  bills  in  the  course  of 

their  importing  business;  that  is.  accepted  orders  on  themselves  to  pay  for 
goods  which  were  in  process  of  being  forwarded  to  them.  The  readiness' with 
which  the  acceptances  of  the  dilferent  merchants  would  be  discounted  and 
tnraed  into  cash  would  vary  considerably  with  the  difference  in  their  reputa- 
tion and  standing  and  the  caution  with  which  they  were  credited  in  the 
matter  of  conducting  their  business.  And  the  varying  readiness  with  which 
certain  acceptances  were  d'scounte<l  would  inevitably  express  itself  in  varving 
rates  at  which  their  bills  could  be  placed.  It  would  thus  naturally  follow  that 
it  would  profit  merebants  of  second-rate  standing  to  give  a  commission  to  those 
whose  reputation  was  more  exalted  iu  order  to  secure  a  more  attractive  signa- 
ture than  their  own.  and  so  get  back  the  commission  and  a  little  more  bv  b^ng- 
able  to  finance  their  operati<ms  more  cheaply  than  by  means  of  their  own 
acceptance. 

'^The  merchants  of  first-class  credit  would  thus  find  that  they  could  let  out 
the  use  of  their  r^utjations  on  profitable  terms  and  proeeec}  to  specialize  in  thla 
branch  of  business,  which  cons;sted  in  examining  the  bills  put  before  them  for 

acceptance,  keeping  themselves  well  acquainted  with  the  means  and  standing 
of  the  drawers,  and  giving  their  acceptance,  for  a  commission^  to  such  paper  as 
fulfilled  the  requirements  of  their  discrimination." 

In  Daniels  on  Negotiable  Instruments  (p.  7,  VoL  I,  eth  ed.)  it  Is  said  that 
those  bills  of  exchange  in  time  iterformed  every  function  of  money. 

The  commercial  men  of  England  and  France,  countries  that  had  the  soundest 
credit  system  in  the  world  before  the  war,  obtained  credit  at  a  far  less  rate  ^^v^ 
the  commercial  men  of  America. 

Baron  Brincard,  the  directing  head  of  the  Credit  Lyonuaise,  the  most  impor- 
tant bank  in  the  world  at  the  time  the  Monetary  Commission  was  abroad,  made 
the  statement  to  the  Monetary  Commission  that  the  open  discount  rate  for 
commercial  bills  of  exchange  was  1  per  cent  per  annum  in  Paris  on  the  day  he 
testitied  before  the  commission,  while  the  Rank  of  France's  rate  the  snnie'day 
was  3  per  cent.  In  this  connection  I  might  state  that  for  nine  cousecutitve 
years  the  Bank  of  France's  discount  rate  was  3  per  cent. 

I  compiled  the  open-market  discount  rate  for  the  last  Thursday  of  each  month 
for  the  year  of  1010.  in  comparison  with  the  Rank  of  P^ngland  rate,  which  I  wish 
to  show  you  gentlemen.  This  is  my  testimony  before  the  Senate  (\mun:ttee  on 
Banking  and  Currency  on  the  Federal  reserve  bill.  Those  discount  rates  are  as 
follows : 

January  25  the  open-market  rate  was  2i  per  cmt  and  the  bank  rate  was  31 
per  cent 

January  2^  the  opra-market  rate  was  li  per  cent  and  the  bank  rate  was  3  per 

cent. 

March  22  the  open-marlvet  rate  was  3  and  Si  iter  cen  and  the  bank  rate  was  4 
per  cent. 

AprU  21  the  open-market  rate  was  3|  and  4  per  amt  and  the  bank  rate  was  4 

per  cent. 

May  28  the  open-market  rate  was  4  and  4i  per  cent  and  the  bank  rate  4 

per  cent. 

That  was  the  only  time  so  far  that  the  open-market  rate  was  in  excess  of  the 
ba^k  rate. 
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On  June  21  the  opea-market  rate  was  2i  and  3  per  cent  and  the  bank  rate  1W« 
'  Z  Zl-  23  the  open-market  rate  was  li  per  cent  and  the  bank  rate  was  3 

^in^  22  it  was  U  per  cent  and  tl>e  ^^^f  jj,raad'&  bank  »te  wa» 

Aijust  22  the  open-market  rate  was  If  and  2  per  ceui  duu 

*  S.tenU>er  22  tUe  open-market  rate  was  U  per  cent  and  tl.e  bank  rate 
""SctcS^r  If  the  open-market  rate  was  4*  per  cent  and  the  bank  rate  was 
^  ^vSer  21  the  opeu-market  rate  was  H  per  cent  and  the  bank  rate  was 
'  r)n  Detinber  20  the  open-market  rate  was  8  per  cent  and  the  bank  rate 

Mr.-B£;c^  Mr.  Mllliken.  will  you  permit  a  question  there? 

:Mr.  ^IrtxiKEN.  Yes,  sir.  _  i  tHAi*^  was  a  very  violeot 

Aiv   ut  iPK  Thnt  would  seeiu  to  indicate  tliat  tnere  wu»  u  y^^y 

gold  supply.  .     ^i.^  T*onir  nf  vnrfandrftte  was  4  per  cent  and  the  open 

ma^^:;  wat'  2'  pe';'  S  th^ t?e  fa,^  SSls In'elKJe.  ffe  Bank  of  England 
"^^ieSSi^^t^rC.lf^"^^^^^^^  its  own  vate  effective  is  by  going  out 

.;;-»^^k^s -Ko      -  «it 

chSt  "  I^^  ;lns  wiy  ihe  bLnks  and  others  who  have  snnAns  mon^  sell  it  to 

'""mSS^the  England's  coffers  are  filled  with  gold  and  the  i^blie  owns 

thrs^Sfefthen  tlie  Bank  of  P:ngland  conunands  the  open-market  rate  just 

XT^^  ^  '^^b^^^rrSlor  'tS^Vme'beS? 

here  and  tnivs  up  all  the  potatoes  he  controls  tlie  market  for  tlw  time  oemg, 

and  mo  e   is  a  commoditv  just  like  potatoes,  com,  wheat,  co.  ton,  and  oats. 

^ani  is  not  a  free  gold  market  Uke  England,      ^^^'^l-'l^;"}  ''^^^^^ 
^^aT^f  YTfifflnnd  and  in  conseqiienre  the  dis^cpnnt  rate  of  the  Bank  ot  1*  ranee 
T^otSZ^^  the  Bank  of  England.    The  Bank  of  England 

^  comr^Tled^h^^^^^  S?at  merchants  of  England  and  thosejicceptance  hotis^ 
AO  de  o. it  banker  has  any  voice  in  the  control  of  the  Bank  of  England  or  the 
Bank  f  France,  and  they  have  fnll  authority  to  do  a  banking  business  There 
£  hU  V  rSte^^^^^  on  their  power  and  authority  to  do  a  banking  busuiess, 
but  tS  in  comrol  are  interested  in  using  those  banks  to  serve  oommerce 
because  thev  have  such  large  interests  in  commerce  and  small  interest  in  the 
bank  that  they  think  about  serving  commerce  more  than  they  do  abont  mamng 
a  profit  on  their  stock  in  those  banks.  ,  .,,t^„cr 

I  now  bee  vonr  indnlgence  while  I  po  nt  out  the  superiority  of  banking 
with  bills  over  promissory  notes.  Tlie  bill  of  exchange  differs  from  a  Pi'onns- 
sorv  note  chietiv  in  the  fact  that  The  bill  carries  on  its  face  almndant  prooi  that 
it  renre<ents  a  real  productive  transactiim,  whereas  a  promissory  note  may 
represent  a  tinaudal  transaction  for  borrowed  money  or  for  consumption; 
and  consumptive  credit  is  a  thing  that  is  almost  prohibitive  in  Europe  ;  is 
a  promissory  note;  they  are  just  as  unfamiliar  with  a  promissory  note  over  there 
in  their  transactions  as  we  are  with  lulls  of  exchange  here. 

T.et  me  illustrate  to  you  the  superiority  by  just  assuming  an  actual  trftns^ 

^^SuDpose  the  Simmons  Hardware  C5o.  were  to  sell  a  bill  of  goods  to  the  T.  B. 
Lambie  Hardware  Co.  here  in  Washington.  If  that  were  done  in  Enghuul, 
it  would  be  financed  by  a  bill  of  exchange.  Those  goods  woiihl  be  sold  through 
the  Phluad^pWa  branch  of  the  Simmons  Hardware  Co.    That  bill  of  ex- 
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change  would  be  drawi^  cm  the  lithograi^ied  billhead  of  the  Philadelphia 
branch ;  It  would  bear  the  aerial  number  of  the  Philad^i^bfa  bramdi  of  that 

concern. 

Now,  that  would  be  proof  that  it  was  a  transaction  between  two  merchants, 
a  wholesaler  and  a  retailer;  that  would  negative  the  hypotliesis  that  it  was 
for  borrowed  money/ becxiuse  Lambie  would  not  dare  go  to  Simmons  and 
ask  to  have  an  accommodation  biU  drawn  on  them,  as  their  acquaintance  is  a 
business  aciiuuintance.  and  such  a  proposal  might  and  doubtless  would  lose 
them  Sinimuns's  contidence,  and  if  Siinnioiis  should  do  it  and  that  became 
publicly  known  it  would  destroy  public  contidence  in  both  firms. 

Another  evidence  that  this  represents  a  real  productive  transaction  would  be 
the  fiact  that  invoices  never  figure  up  even  amounts,  like  finance  deals.  In 
finance  nren  borrow  money  in  $2,500  or  $5,000  amounts,  even  amounts,  whereas 
invoices  figure  up  odd  amounts,  or  so  many  dollars  and  so  many  cents.  Y(»u 
liave  abundant  proof  right  on  the  face  <tf  diat  instrument  that  it  repn'sents 
a  real  productive  transaction,  and  credit,  if  used  for  production,  can  never 
bring  about  infiation ;  in  fact,  it  has  diametrically  the  opposite  effect 

McLeod  says  that    deposits  are  nothing  but  Imnk  notes  in  disguise.'' 

I  want  to  read  just  a  short  satement  from  the  Bullion  Report.  The  bu!li<»n 
c<»nimittee's  reitort  is  referred  to  as  the  Bullion  Uep(>rt :  that  was  a  conuuittee 
ai>l»ointe<l  by  Uie  lirltish  Parliament  in  IMO  to  study  the  conditions  in  England 
where  they  were  suffering  from  the  same  conditions  after  the  Napoleonic  wars 
that  Europe  is  suffering  from  right  now.  The  Bank  of  England's  notes  were 
th^  at  a  discount,  because  the  Government  of  England  in  1797  had  made  the 
Bank  of  England  make  it  a  loan  of  £l.OOO.(MH),  which  took  almost  the  last 
vestage  of  the  gold  that  the  Bank  <»f  p]ngland  then  hud,  and  in  order  t<»  com- 
pensate the  bank  for  .this  forced  loan,  the  Bank  of  England  notes  were,  for  the 
first  time  in  its  history,  made  a  l^al  tender  in  the  payment  of  d^ts,  and  they 
immediately  fell  below  par. 

The  same  paternalistic  aid  was  offered  to  the  Scotch  banks,  whicli  they  de- 
clined.   Their  notes  remained  at  par  during  the  whole  of  Xa])oleon's  wars. 

The  Bullion  Report  lays  down  this  sound  principle  of  economic  law — you 
will  find  it  referred  to  in  McLeod's  Theory  of  Credit  [reading]  : 

"  There  can  be  no  possible  excess  In  the  issue  of  Bank  of  England  paper  so 
long  as  the  discount  of  mercantile  bills  is  confined  to  paper  of  undoubted 
solidity  n rising  out  of  real  commercial  transactions  and  payable  at  short  and 
fixed  periods." 

Mr.  A.  Barton  Hepburn,  who  api)eared  before  the  subcommittee  of  your  com- 
mittee here  on  January  7, 1913,  during  the  Sixty-second  Congress,  when  Saiator 
Garter  Glass  uras  chairman,  used  this  statement,  which  shows  you  the  condi- 
tUm  of  a  s<uind  bank  in  France  respecting  the  Lyonnaise  which  you  will  find  at 
page  6,  Banking  and  Currency  Reform,  House  hearings  1  to  13,  1913  tread- 
ing] : 

Some  years  ago  I  called  on  the  Credit  Lyonnaise  in  Paris,  one  of  the  great 
banks  of  the  world.  The  gentleman  with  whom  I  was  in  conversation  passed 
over  to  me  their  last  bank  statement  I  glanced  it  over  a&d  remarked: 

'  A\'ell,  you  owe  a  great  deal  of  money.' 
"  '  What  is  that  you  say?  ' 
"  *  You  owe  a  great  deal  of  money.' 
"'What  do  you  mean?* 

Your  deposits  are  about  $350,000,000/ 

'  Oh.  yes ;  we  owe  depositors,  but  we  could  pay  them  easily  if  w^e  had  to. 
'Could  you?   How  long  would  it  take  you  to  pay  them  in  case  of  necessity?* 
"'The  element  of  time  would  not  enter  into  the  matter  at  all,  except  in  so 
far  as  it  required  time  to  perform  the  physical  labor,' 

But  how  ;teU  me  Just  how  you  would  do  it'         ,  ^.   ^    ,        .  , 
''Alm<^  thinking  I  was  questioning  the  condition  of  his  bank,  he  took  the 
balance  sheet  and  proceeded  :  .  ^    .      ^ , 

"  •  Well,  we  have  so  much  cash ;  let  us  deduct  that. 

"  *  Then  we  have  so  much  due  from  banks.  We  could  value  against  fhat  and 

deduct  the  laame* 

"  '  Yes  '  - 

We  have  so  much  exchange,  acceptances,  etc,  which  have  an  immediate 
market.  We  could  realize  upon  and  deduct  that' 
"  *  Yes.' 


« 
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"*Now  we  have  reduced  our  obligations  in  tbt«  manner  to  something  les» 
than  $200,000,000,  and  we  have  v«ry  much  more  than  that  in  commwciia 
paper.' 

He  meant  bills  of  exchan^je  when  he  said  eonnneroial  paper.  ^ 
"•Yes;  but  how  are  you  iroins:  to  pay  debts  with  commercial  paperV 
" '  Take  it  to  the  Bank  of  France  and  get  currency  for  it.' 
"'Could  you  do  that?' 
"  •  Certainly.' 

**Ms  there  any  biw  wliich  would  compel  the  Bank  of  France  to  discount  your 
commercial  paper  with(»ut  limit?' 

"'Law— yes;  the  law  of  its  being;  that  is  .what  the  bank  was  created -for. 

Baron  Brinkard,  when  he  was  before  the  mraetary  commission  and  testified 
said  the  average  maturity  of  the  paper  purchased  by  them  was  from  45  to  55 
days,  and  that  statement  was  made  to  the  monetary  ec»nmisrioii  about  the  time 
tiiat  this  statement  was  made  to  iNIr.  Hepburn. 

The  average  maturity  of  the  Bank  of  England's  portfolio  was  7  days,  and 
that  of  the  Bank  of  France  14,  as  testified  by  Mr.  George  M.  Reynolds  befdre 
the  Smate  Banking  and  Currency  (  V»miiiittee  on  the  Federal  reserve  bill.. 

The  av^age  maturity  of  the  portfolio  of  tlie  Credit  Lyonnaise  of  France  was 
about  26  days. 

The  Chairman.  What  do  you  mean  by    average  maturity"? 

Mr.  MiLLiKEN.  Forty-three  per  cent  of  the  Credit  Lyonnaise's  portfolio  had 
an  immediate  maturity,  which  included  cash  in  its  vaults  and  deposits  w  ith  the 
Bank  of  France,  amount  due  from  banks,  exchanire.  acceptances,  etc.  Then  it 
had  other  paper  with  various  maturit'es  running  from  5  to  60  days,  say,  and 
the  whole  averageil  a  maturity  of  26  days. 

As  I  remarked,  Baron  Briulard  set  forth  the  average  maturity  of  the  paper 
they  bought  was  45  to  55  days,  showii^  you  the  short  maturity  of  that  bank's 
paper. 

The  whole  policy  of  the  Federal  reserve  system  is  to  ^^et  on  that  sound  basis 
that  England  and  France  were  on  before  the  war.  Paper  of  such  short  ma- 
turity is  worth  nothing  in  agricultural  production;  absolutely  nothing.  None 
of  tiie  farm^s  credit  activities  reproduce  thonselves  in  less  than  six  months, 
outside  of  cattle  finishing.  You  may  find  a  few  operations  that  would  mature 
in  90  to  120  days — for  example,  finishing  of  cattle.  Those  are  t^e  only  activities, 
whereas  in  growinir  beef  cattle  the  maturity  is  from  20  to  30  months. 

If  we  hope  to  place  ourselves  on  a  sound  financial  basis  we  must  establish  dis- 
,  count  markets  for  productive  agricultural  paper. 

I  now  wish  to  point  out  the  analogy  betwwn  the  use  of  a  big  life  insurance 
company  to  serve  our  rural  credit  system  in  the  capacity  which  the  acceptance 
house  serves  the  British  connnercial  credit  system.  Commercial  men  are  the 
principal  purcliasers  of  the  standardized  British  bill  of  exchange.  They  fill 
their  portfolios  with  such  bills,  instead  of  depositing  in  banks  as  we  do.  But 
sodi  Wis  are  much  larg^  in  amoont  Bnd  are  of  a  ^bmrter  maturiiy  than  will 
be  our  rural  bills  of  exchange. 

The  principal  markets  for  our  rural  l)ills  of  exchange  will  be  among  the 
wage  earners  of  our  financial  and  industrial  centers  and  the  fanners  them- 
selves. It  is  necessary,  therefore,  to  employ  an  agency  which  already  enjoys 
the  confidence  for  stability  of  the  class  of  persons  we  hope  to  have  as  investors. 
Such  an  institution  must  be  solvent  beyond  question  and  engageil  in  a  business 
where  the  hazards  are  few.  No  otb.or  institution  80  complet^J  fiUs  these  re- 
quirenu»Mrs  ;ts  the  bl^  life  insurance  company. 

Let  me  contrast  the  tinanoial  stability  of  a  life-insurance  company  with  that 
of  a  iU4)osit  iKink.  A  bank's  oblii^tions  are  virtually  all  payable  on  demand. 
Any  other  institution  with  unpaid  obllgaUws  is  regarded  as  insolvent,  but  the 
only  way  in  which  a  bank  can  make  money  is  by  assuming  unpaid  demand 
payable  obligations.  In  order  to  maintain  its  solvency  a  bank  must  cover  its 
borrowe<]  capital  with  paper  representing  production  and  payable  at  short  and 
fixed  periods.  But  the  insurance  obligations  of  a  life  insurance  company  are 
deferred  for  years  in  the  future,  and  it  is  based  on  the  stable  law  of  mortality, 
whidi  operates  with  a  uniformity  approaching  the  fixed  law  of  gravity. 

Therefore  destroy  confidence  in  a  bank  and  you  ruin  it  financially;  but  de- 
stroy coiihdence  in  a  life  insurance  comiuiny  and  you  render  it  ^'eiatively 
stronger  financially.  That  was  proven  in  the  1905  life-insurance  investigations. 
Many  lapsed  their  policies,  to  be  sure,  but  those  who  held  on  to  Oieir  policies 
were  paid  larger  dividaids  than  they  ever  received  before 
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.(•4d"ls    X    m^^^^  ^^^'ve  the  wi.lest  puMicitv  to  those 

?  r  t  was    im^^ni^^^^^^^^^^^^^  this  country  ever  received  such  a  castiga- 

same  th  n^  1  a  h  ^^>"I»«nies  by  the  press  at  that  time.  Had  file 

bit^^llSe  Hfe  ^  ^  ''^^"^  have  survived  ; 

fhiif^iH^  J  1^  lUMuance  companies  <ame  ,mt  s(,nn<l  and  stnmg  and  have  paid 
thefcpolicy  holders  larger  dividends  than  tliev  ever  paid  before    Sat  wL 
supremest  test  ever  applied  to  financial  institiitions  ^ 
Ano  her  contrast  between  a  bank  and  life  insurance  comuanv  lies  in  thP 

lii  insu^^^  1^1:1        '  ''"'^  ^'^'I'*^^^^-  '^'^'''^^^'^  the  mutual 

il!li?f?^^iw^^ security  capital.    IMemiums  save^l  and  proper^ 
invested  is  all  the  security  the  policyholders  need.    Of  the  six  co  .  p  mS 
whK  h  can  accept  this  charter,  all  are  now  mutuals.   Three  wire  ori^m  m^^^ 
mu  u:(l<  an<l  have  always  remained  such,  while  the  other^r^ orcan^ 

H^w  thW  companies  created  $109,000,000  of  new  capital  last  vear  that 
SS?s  of  fu^T"""^  S^^^         disbursements.    That  sun/  is  u 

f  tWl  V  T      ^^""^^  ^"^^  system.   But  the 

«  i  n   n    •  '''^"^'^'^  ^-^'^^^"^        converted  into  the  Treasurv  yearly, 

whUe  the  increased  wealth  of  that  life  insurance  conipanv  is  cunmlntive  That 
one  company  could  be  worth  more  to  our  rural  credit  svstem  than  the  whole 
I^ral  reserve  system,  as  the  latter  must  carry  very  liquid  assets,  because  it! 

^T^H  ^^'"'fi  .T^'^JI'^'     ^  deposlts^-deposit  of  deposits- 

and  If  it  fails  to  keep  its  portfolio  fiUed  with  liquid  assets  it  may  meet  with 

oisa  srer. 

The  insurance  league  is  required  to  invest  $2,400,000  in  the  brandies  of  the 
credit  society  and  elect  its  auditors,  who  have  full  power  to  inspect  the  credit 
society  and  hold  one  of  the  keys  to  its  secnrtty  vaults.  The  league  can  neither 
iiccept  nor  reject  a  loan  made  by  the  credit  society.  The  feet  that  the  league 
would  have  accurate  information  as  to  the  conduct  of  the  business  of  the  credit 
society  and  its  capital  w  as  guaranteeing  every  piece  of  its  paper  is  bound  to 
inspire  confidence  in  the  same. 

I  beg  to  contrast  the  European  credit  institutions  with  our  own  in  the  matter 
of  paternalism.  Theirs  are  self-inspected,  while  ours  are  all  Qovemmoit- 
inspected.  Take  the  Bank  of  England  and  Bank  of  France,  for  example  which 
are  the  sole  depositaries  of  the.r  Governments,  yet  those  Governments' do  not 
spend  a  penny  to  inspect  them. 

The  same  thing  is  true  respecting  the  rural  credit  societies  all  over  Europe. 
Including  paternalistic  Germany.   Let  me  read  the  question  and  answer  to 
head  of  that  system  while  before  the  commission  we  sent  abroad  in  1913  Tou 
Will  find  it  on  page  299,  Senate  document  No.  214,  Sixty-third  Coamm,  fiftt 
session.    [  ReaiUng :  ]  ' 

"Q,  Are  the  Raiffds^  banks  subject  to  government  inspection? 
"  A.  No ;  this  is  their  special  feature  and  characteristic.'* 

On  i^a-e  25.  same  document  you  wUl  find  this  statement  from  the  Hon.  Leone 
AVoIlemhorg.  ex-minister  of  tlie  treasury  of  Italy,  and  founder  of  the  Italian 
rural-credit  system,  at  which  he  has  spent  40  years  of  his  life,  and  is  the 
highest  living  authority  on  rural  credit.   He  said : 

"  But,  when  the  loans  are  strictly  limited  to  people  residing  in  the  same 
locality,  all  can  become  vigilant  and  act  as  inspectors  for  their  own  protection. 
And  y<»u  will  find  that  inspections  thus  exercised  by  the  members  of  the  rural 
banks  is  far  superior  to  any  government  inspection,  since  each  man  has  been 
rendered  pers(mally  liable  and  is  acting  in  his  own  interest.  As  one  of  the 
farmers  once  said  to  me,  *  We  are  100,  aD  acting  as  spies  on  the  others  to  see 
that  nobody  does  anything  wrong.* " 

Let  me  quote  further  from  that  excellent  address  to  our  commission.  Oa 
page  2(),  same  document,  you  Mill  find  this  statement  [rea<ling]  : 

**  There  is  another  psychok»gical  factor  which  goes  to  insure  the  safetv  of 
these  banks,  and  that  is  public  opinion.  It  is  a  well-known  fact  tliat  public 
opinion  is  always  inclined  to  side  with  the  weak  against  the  strong,  and  as 
rightly  or  wrongly,  the  debtor  is  generally  considered  the  weakw  party,  he 
usually  has  public  opinion  on  his  side.  But  in  the  case  of  the  rural  hank' the 
situation  is  reversed.  The  heads  of  the  families  in  the  village  constitute  the 
membership  of  the  rural  bank,  and  as  they  are  all  interested  in  seeing  that  the 
loans  for  which  <*ey  are  severally  and  c^lectivdy  responsible  are  paid  public 
<i9te|oia  iti  ^is  case  is  on  titentfde^  tii«««edttor  and  not  the  ddMor  '*  ' 
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I  be^  to  inject  at  this  point  a  bit  of  my  own  personal  experience,  as  it  ao 
inoroiiglily  corroborates  the  statement  of  tlie  eminent  authority  from  which  I 
nare  ^euU.  In  my  teens  I  keep  books  in  a  jjeneral  country  store.  The  soil  was 
1  «  lands  were  owned  in  large  bodies;  probably  75  per  cent  of  the 
IN^ation  wwe  t^nts  or  tbe  &milie$  of  tenants.  It  was  not  infrequent  for 
a  tenant  to  skip  out  overnight,  leaving  the  "  rich  "  merchant  or  "  rich  "  landlord 
m  the  lurch;  and.  whnt  is  worse,  his  fellow  tenants  would  abet  his  action,  for 
without  their  connivance  it  would  have  been  impossible  for  him  to  have  left 
the  community  witho4t  their  knowledge.  Suppose  those  tenants  Imd  been 
jmntly  and  sevmlly  liable  tor  the  credit  obligations  of  each  other,  as  is  tiie  case 
an  over  Europe,  then  public  seatimoit  ammg  them  will  be  reversed. 

Let  ine  narrate  anotlier  bit  of  my  experience  at  that:  time.  We  sold  a  Stand- 
ard ciiltivat<»r  for  .$87.50.  which  cost  us  $25,  to  th(»st»  tenants,  taldn^  their 
notes  bearing  10  per  cent  interest  and  a  lien  on  tlie  cultivators.  In  the  fall  of 
the  y€»r  when  I  would  go  out  lo  make  collections  I  would  lind  at  least  75  per 
cent  of  th<»se  cultivators  in  the  fields  where  the  last  furrow  was  plowed,  taking 
,all  the  ram  ami  sunshine.  The  deterioration  from  tbe  elements  ^ceeded  the 
wear  in  uiakinjr  tliose  crops.  Such  waste  does  not  occur  in  countries  with  a 
COoi)erative  or  unlimited  lial)i!it.v  credit  system,  because  the  tiiriftv  make  the 
improvident  take  care  of  the  things  bought  on  the  community  guarauD\  No 
people  can  always  practice  the  awful  waste  of  thi^  country. 

I  next  come  to  the  question  of  authority  to  be  given  those  in  control  of 
these  uistitutiuns.  As  the  fundamental  principles  of  these  institutions  were 
'^"^  principles  of  the  I^ank  of  En^'land  an<I  Bank  of  France,  the  two 
BM^  important  public-service  corix>raiious  in  tlie  wojid,  1  viair  iudul^-ence 
while  I  briefly  consider  them.  Napoleon  created  the  Bank  of  France  iu  ISOO 
mat  act  alone  was  enough  to  immortalize  him.  The  philosophy  incorporated 
in  that  charter  has  revolutionized  the  credit  institutions  of  France,  a  country 
which  has  the  soundest  and  freest  credit  institutions  in  the  world 

The  charter  of  tiie  Bank  of  France  autlutrizes  it  to  do  a  hanking  business 
There  IS  scarcely  a  single  limitation  on  such  authority.   Then  a  "  bank  parlia- 
m«it    was  created  to  legislate  for  the  bank,  and  it  was  given  a  20-year  legis- 
lative respite,  .lurin^r  which  period  the  French  Government  parliament  could 
not  le^rishite  tor  it.    In  considering  the  control  of  any  corporation,  we  must  go 
to  the  very  source  of  control,  the  voting  unit  which  elects  its  U^gislative  bodv 
for  the  director  of  a  corporation  may  be  relied  on  to  execute  the  will  of  thoie 
electing  him  to  offi^  if  such  electors  have  a  common  purpose  to  be  served  bv 
the  corpr»ration.   There  are  just  200  v<»ting  units  with  the  Bank  of  France^  no 
more  nor  no  less.    Its  lo  directors  and  3  censors  are  elected  by  its 200  lareest 
stockholders    But  those  in  control  will  not  permit  any  but  a  great  merclia^  to 
come  in  that  200  class.  It  has  32.000  stockholders  who  have  no  voic?hrS^ 
m  governor,  or  chief  executive  trificer,  is  chosen  by  the  President  of  France! 
but  he  must  choose  from  three  names  furnished  by  the  minister  of  finance 

^ui^^^'V^^'T  "'"f  "^""^  "^'""'^  ^^'^^  ^^^'^^  ^^'^  francs  of  the  b^^S 

'''^T^  investment  of  $.S6.000,  according  to  the  value  of  the  sSJk 
in  1908,  wlien  the  Monetary  Conuuission  was  abroad.  So  it  would  make^o 
dMfere^  Whether  the  President  of  France,  the  President  of  the  F    ed  Stat?. 

the  Ktog  of  England  elected  that  official,  he  would  serve  the  same  interest- 
Fmich  conunerce-hecause  none  others  are  eUgible  to  hold  the  office  "  '^'^^^ 

Tlie  electors  ot  the  Bank  of  England  comprise  approximat^v  SOO'irrMf  mPi^ 
i'^'^i^"  J'^^'  ^''^  ^stockholders  who  have  no  ^^ice  iHsT^trS  S  ^tt 
tors  of  tte  Bank  of  Bel^fium  comprise  528  great  merchants.  It  hlVu  000  stock- 
holders who  bfi^  voice  in  control,  except  at  confidence  e  ections  the^^^^^^ 
disqualify  a  director  and  remove  him  from  office.  Not  one  of  these  thri^^S 

VnS'?"'  ^  '^^"^^  management,  thongS  th^  ^nK 

England  has  heen  in  operation  for  more  than  two  centuries,  ^e^^na  Ibp 

'^t\  t^^'^        gi^'^n  full  power  to  do  a  bankin^Sness  aJT?hrP^^ 
Haments  which  created  them  created  -  bank  parliaments  -  to  legislate  for  them^ 
and  each  was  ^ven  a  legislative  respite  during  which  perLIhe  Gover^ 
Parliament  could  not  legislate  for  them.   Napoleon  had  to  go  to  BiSS^ 
examples  in  creatine,  the  Bank  of  France,  for  ttiat  waB  t^^y  J^S^  iil^ 
Uien  enjoyed  tree  credit  institutions.  ^  wiuiiiry  wnicn 

Congress  may  legislate  until  eternity  and  it  could  not  more  effeetualh-  (Vr 
manize  our  credit  system  than  it  has  done  through  the  Federal  reS  e  ii.tl^^^^ 
"Ferboten'^  (forbidden)  and  distrust  disgrace  everv  D^^^^ 
quently  those  responsible  for  its  admlnistr^S7r7foS  to  ^Jm^ 
continually  for  the  removal  of  this  and  that  restriction  aiSl  ^  adffiSl 
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wfinfi^i^U^    il^^^*^  further  estal>lish  the  legislative  oli-archv  in 

Washington    It  is  a  repetition  of  the  system  of  the  Bourbon  Kin^rs  of  France. 

This  spirit  of  legislative  distrust  did  not  actuate  Congress  during  the  early 
years  of  the  tormation  of  the  Republic.  At  that  period  Congress  trusted  others, 
as  may  he  <»l)sei"ved  l)y  an  examination  of  the  charters  created  then.  I  rrfer  to 
page  400,  volume  r>.  Unlte^l  States  Statutes  at  Lar^e,  private  acts  of  Congress, 
to  the  creation  of  the  I'otomac  F.re  Insurance  Co,  on  March  2,  Coiun-ess 
^ve  that  coiporation  full  power  and  authority  to  do  a  hre  hisurauce  business. 
With  but  a  single  limitation*  namely,  ttiat  no  policy  should  exceed  $10,000  in 
amount  (  on^n-ess  also  createil  a  'Miank  parliament/'  composed  of  responsible 
stockholders,  to  ie.uislate  for  the  corporation.  Rut  hv  that  act  Ouijrress  made 
czarism  in  control  imposs.ble.  Let  me  just  read  secUon  I  of  that  charter 
[reading] : 

''And  he  it  furtlier  enacted,  That  every  subscriber  shaU  be  entitled  to  vote 
by  himself,  his  a?ent,  or  proxy  appointed  under  his  hand  and  seal,  attested  by 

two  witnesses,  at  all  elections  made  by  virtue  of  this  act;  and  shall  have  as 
many  votes  as  he  holds  shares,  as  far  as  ten  shares:  one  vote  for  every  five 
Shares  which  he  may  hold  over  ten  shares  as  far  as  tiftv  other  shares:  and  one 
vote  for  every  twenty  shares  which  he  may  hold  over  sixty  shares," 

Under  that  section  if  50  men  had  owned  60  shares  each  of  that  stodt  th^ 
could  have  cast  l.(M)0  votes  for  the  directors;  whereas  if  one  man  had  owned 
the  otiier  r),0(K»  shares  he  could  have  cast  but  207  votes.  This  protected  the 
minority  ajrainst  the  majority.  That  corporation  oiierated  here  in  the  District 
Of  Columbia  for  60  years  without  any  sort  of  Government  supervision  or  regu- 
lation, and  it  paid  larger  dividends  to  its  stockhf^ders  than  it  has  since  paid 
under  the  system  of  Governm«at  relation  since  devised.  But  Coi^tess^  the 
last  time  it  amended  tliat  charter,  repealed  section  7,  thus  makin^r  it  a  stock- 
controlled  corporation  instead  of  a  responsible  stockholders'  control,  as  origi- 
nally provided.  One  man  now  owns  a  majority  of  that  stock,  which  carries  the 
control.  So  the  directors  are  dummies  to  do  the  bidding  of  the  one  man  who 
controls. 

Czaris:m  or  one-man  corporate  control  can  just  as  effectually  be  brought  about 
by  a  mnltiplicity  of  votinir  units  as  through  stock  in  the  hands  of  one  man 
under  a  law  permitting  tlie  stock  to  control.  This  is  illustrated  by  the  present 
system  of  control  of  the  so-called  mutual  life  insurance  companies.  I  refer 
you  to  the  testimony  hefva^  the  Money  Trust  investigation.  Sixty-second  Con- 
gress. Volume  II,  page  1306,  when  John  C.  McCall,  second  vice  president  of  the 
New  York  Life  Insurance  Co.,  testified  that  at  the  last  three  elections  of  the 
directors  of  that  company  the  following  number  of  votes  were  cast:  62,  32,  and 
41,  respectively.  He  testified  that  the  total  number  of  policvholders' at  that 
time  was  900,000,  each  policyholder  b^ng  ^titled  to  cast  one  vote  for  its 
directors.  That  company  has  now  some  1^600,000  policies  in  force.  It  is  a  fiuroe 
to  call  that  an  election  by  policyholders. 

I  beg  of  you  to  bear  with  me  while  I  analyze  the  control  of  that  mutual  life 
insurance  company  in  contrast  with  the  control  of  those  three  great  European 
banks.  Let  me  consider  the  value  of  the  voting  unit  in  each.  That  is,  the 
value  of  each  vote  to  the  whole  vote  which  may  be  cast  for  the  directors.  The 
value  of  the  voting  unit  with  he  Bank  of  France  is  one-half  of  1  per  cent ; 
that  of  the  Bank  of  England  approximately  one-third  of  1  per  cent :  and  that 
of  the  Bank  of  Bel^iium  one-tifth  of  1  per  cent,  while  that  of  the  New  Y<irk 
Life  is  one-sixteen  thousamlth  of  1  ijer  cent.  Where  the  value  of  the  voting 
nnit  is  as  small  as  with  the  big  mutual  life  insurance  company  the  elections  go 
virtually  by  default. 

Mr.  Black.  If  I  may  ask  a  question  titiere? 

Mr.  MiLLTKEN.  Yes.  sir. 

Mr.  Black.  In  making  any  comparison  as  to  the  personnel  of  the  control.  I 
do  not  see  where  that  would  differ  iu  form  very  much,  for  instance,  from  the 
Bank  of  France  by  200  merchants  and  of  the  Bank  of  England  by  300  com- 
mercial men.  Now,  you  have  control  of  the  mutual  life  insurance  ccmipany 
by  a  small  number  of  the  big  men.  I  am  not  comparing  the  personnel  of  the  two 
or  whether  tliey  are  selected  as  they  should  be.  but  as  a  matter  of  fact  this 
proxy  business  has  worked  out  iu  practice  so  as  to  give  a  very  similar  control 
of  these  mutual  life  insurance  companies  to  that  used  by  the  Bank  of  France 
and  the  BaiA  of  En^and. 

Mr.  MiLLiKBN.  I  agree  with  you  that  the  result  is  the  same,  so  far  as  the  num- 
ber of  votes  ares  concerned.  But  there  is  a  vast  difference  in  the  persoon^  of 
those  votes.   With  those  three  banks  there  is  a  very  United  number  of  Totos 
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Avhiob  may  he  cast  for  the  directors,  each  elector  i>einji  known  to  all  the  other 
electors,  each  owning  a  consiaerahle  interest  in  the  hank  with  a  much  larger 
Interest  in  commeree  wbieh  tlie  bank  Is  ereated  to  serve,  with  no  opposing  inter- 
ests. Moreover,  if  one  elector  should  laii  to  attend  an  election,  he  knows  no 
one  else  c;in  cast  his  vote:  yes.  he  knows  no  one  with  an  oppos'nir  interest  can 
cast  a  vote  at  the  ele<-t On.  The  ahsence  of  one  Sector  would  merely  increase  the 
value  uf  the  votes  of  those  in  attendance. 

But  how  vastly  different  it  is  with  the  big  mutual  life  insurance  comimny 
with,  say.  a  million  policyholders,  each  entitled  to  one  vote.  Some  voters 
are  millionaires  and  others  poor.  Some  are  money  lenders,  who  seek  control 
to  nse  the  vasi  funds  as  deposits  to  their  own  concerns,  while  others  are 
borrowers.  Some  are  promoters,  who  seek  control  of  the  comi)uny  as  a 
"feeder"  or  to  digest  indigestible  securit  es,  wh:ie  others  are  investors  Sonte 
hold  old  policies  with  considerable  cash  or  reserve  values,  while  others  hold 
new  policies  with  little  or  no  cash  values.  The  vast  majority  are  unknown  to 
tlie  <ithers.  and  the  average  financial  interest  of  eacli  with  the  company  is 
so  small  that  none  manifest  any  interest  in  the  mana^enient  except  those 
who  wish  to  obtain  control  to  use  the  company  as  a  *' feeder"  to  some  other 
interest.  No  one  can  tell  whra  some  new  cLque  will  form  to  oust  those  already 
in  c«Hatrol.  It  is  not  infrequent  for  those  in  control  to  fijjht  anions  them- 
selves. In  fact,  most  of  the  scandals  result  from  these  inside  li;^hts.  AVlien  the 
upheaval  comes  the  innocent  must  suiTer  with  the  guilty,  for  the  simple  reason 
the  innocent  have  no  means  of  placing  before  responsible  policyholders  the 
wrongdoing  which  they  know  exists.  Make  it  possible  fcH*  tlie  worthy  men  in 
Hie  employ  of  those  institutions  to  place  the  facts  before  responsible  premium 
payers  who  have  anthoi  ity  to  act  in  righting  wrongdoing  and  80  per  cent  of 
the  graft  would  be  eliminated. 

Mr.  Black.  But,  then,  your  electors  are  limited  in  number,  are  they  not? 

Mr.  MizxEKBN.  Tes,  sir. 

Mr.  Black.  As  to  the  Bank  of  England  and  the  Bank  of  France? 
Mr.  MiLLTKEN.  Yes;  the  Sectors  are  limited,  of  course.  But  they  have  the 
same  interest  to  serve. 

Mr.  Black.  Every  stockholder  is  not  an  elector? 

Mr.  MnxiKEN.  Oh,  no;  the  stockholders,  as  I  remarked,  are  over  17,000  in 
tHe  Bank  of  En^and,  yet  they  have  no  voice  hi  the  control  at  all,  and  there 
are  32,08D  stodtholdm  In  the  Bmik  of  France,  vfbo  liave  no  voice  in  its 
control. 

Mr.  Black.  What  is  the  system  here,  Mr.  Millilven? 

Mr.  MiLLiKEJi.  The  system  of  control  provided  for  the  insurance  leagae  in 
this  bill  is  the  adaptati<m  the  principles  underlying  the  control  of  those 
great  banks,  so  far  as  they  are  applicable  to  a  lite  insurance  compiuiy. 
The  fundamental  principle  is  a  responsible  policyhohli»rs'  control  to  be  exer- 
cised in  a  practical  manner.  The  value  of  the  votin^^  un!t  is  increased  in  two 
ways,  iirst,  by  time  insured.  No  one  is  permitted  to  vote  until  he  has  been 
insured  for  10  years.  By  advancing  the  age  of  each  voter  10  years  from  the 
time  he  become*  ^omxeA  to  the  time  he  may  exercise  the  voting  privilege,  we 
prive  each  voter  such  a  financial  interest  with  the  league  tlmt  he  will  look 
after  the  management  instead  of  lapsing  his  policy  in  the  event  of  a  rumor 
of  mismanagement.  The  second  way  of  increas  ng  the  value  of  the  voting 
unit  is  by  the  classification  of  the  voters  into  positive  and  negative  classes 
and  application  of  the  Federal  principle  of  election.  The  positive  voters  vote 
by  States  and  the  negative  by  counties.  Instead  of  elect'ng  the  direetoie 
collec  tively  the  Federal  principle  is  employed  of  electing  them  by  districts 
so  as  to  locate  responsibility.  * 

A  positive  elector  is  one  holding  a  policy  with  a  cash  or  reser\'e  value  of 
$5,00D  and  upward  and  a  negative  elector  must  hold  a  policy  w-th  a  cash 
value  ranging  from  $500  to  $5XNN).  Whm  a  negative  elector's  policy  becomes 
worth  S'.rtOO  and  over  he  changes  from  the  negative  to  the  positive  claBB. 
The  positive  ele(*tors  of  one  State  may  elect  one  of  their  number  as  trustee 
(director)  for  that  State  virovided  there  are  at  lenst  20  positive  electors 
residing  therein.  The  negative  electors  vote  at  conliaence  elections  by  count'es 
to  disqualify  any  positive  eleet<nr  residing  therein. 

To  illustrate  how  this  would  work  let  me  assume  that  Texas  would  have 
50  positive  electors  in  the  lengue.  Any  one  or  all  may  become  candidates 
for  trustee  (<lirector)  from  that  State.  All  electi(tns  are  by  ballot  through 
United  States  post,  so  that  any  frauds  may  l>e  prosecuted  under  the  postal 
laws.    The  bill  is  specific  in  prescHbUg  the  manner  in  which  such  elections 
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shall  be  conducted.  In  order  to  become  elected  to  that  office  one  of  these 
50  must  secure  a  plurality  of  the  votes  cast  by  the  50  positive  electors  of 
Texas.  They  would  comprise  the  prominent  professional  and  business  men 
of  Texas,  men  who  have  a  State-wide  acquaintance.  Many  would  be  pw- 
sonally  known  to  each  other,  and  in  order  to  cast  a  ballot  intelligently  for 
any  person  you  must  know  s<»nething  about  him  and  his  qualification  for  the 
oflSce. 

But  some  of  those  50  men  may  be  unworthy  of  that  trust,  a  fact  which 
would  be  best  known  to  the  negative  electors  in  their  respective  counties. 
Tli«iefore  the  bill  provides  tliat  the  negative  electors  of  any  county  may  call  a 
confidence  election  to  disqualify  any  positive  elector  thereof  whom  they  regard 
as  unworthy  of  the  trust.  The  effect  of  a  confidence  election  would  result  in 
disqualifying  such  positive  electors  from  thereafter,  voting  for  trustees  or  hold- 
ing such  office.  If  the  trustee  himself  were  thus  disqualified,  it  would  result 
in  causing  a  vacancy  in  that  offieOt  which  would  have  to  be  filled  by  the  remain- 
ing qualified  iwsitive  electors  of  that  State.  This  is  anal(^U8  to  the  system 
of  control  of  the  Bank  of  Belgium,  Its  control,  as  I  have  said,  is  vested  in  its 
528  great  merchant  electors,  except  that  its  11,000  stockholders  may  at  a  con- 
fidaice  election  disqualify  a  director.  See  Banking  in  Belgium,  by  Charles  A. 
Conantt  of  the  monetary  eommission  series. 

To  carry  this  illustration  further,  let  me  assume  that  J<An  Doe,  of  Dallas 
County,  was  the  Texas  trustee.  Suppose,  also,  there  was  a  false  rumor  in 
circulation  to  the  effect  that  the  league  was  being  mismanaged.  In  which 
event  John  Doe  would  doubtless  call  on  the  negative  electors  of  Dallas  County 
to  meet  and  select  a  committee  to  engage  an  exp^  accountant  to  investigate 
the  rumor.  By  thus  localizing  the  activities  of  the  negative  electors  tiw^ 
could,  and  doubtless  would,  act  in  unison  for  their  self-protection,  because  a 
great  majority  of  them  would  be  known  to  each  other  and  therefore  have 
confidence  in  the  experts  they  engaged.  If  the  rumor  were  false,  they  would 
accompli^  nothing  by  puni^ing  John  Doe;  but  if  it  were  true,  John  Doa 
would  resign  without  the  expense  of  a  confidence  Section  in  tliat  country  to 
depose  him,  for  he  would  realize  the  futility  of  resisting  the  efforts  of  re- 
sponsible policyholders  who  had  acted  in  such  a  methodical  manner.  This  is 
just  common  sense  applied  to  the  control  of  a  big  mutual  life  insurance  com- 
pany, a  control  which  can  be  made  far  more  efCectual  than  the  control  of  any 
government  But  common  sense  principles  must  be  applied  to  accomplish  the 
desired  results.  As  I  have  already  said,  there  has  never  been  a  scandal  in  the 
control  of  any  one  of  those  great  banks,  and  I  have  just  as  much  confid^ce  in 
an  American  citizen  as  I  have  in  the  citizens  of  any  other  country, 

'Ho  carry  this  illustration  stUl  furth^,  let  us  suppose  that  the  negative  elee- 
tors-of  the  whole  State  were  permitted  to  vote  at  such  confidenoe  election  to  dis- 
qualify a  positive  elector  of  Dallas  County.  Such  election  would  go  by  default* 
the  voters  would  be  too  numerous  and  widely  scattered  to  produce  the  desired 
result,  the  ascertainment  of  the  exact  truth  respecting  the  management  of  the 
league  and  a  remedy  to  cure  a  wrong,  the  expulsion  of  an  unworthy  trustee. 
Bqt  suppose  that  tJie  native  etoctors  of  Galveston  Connty«  800  miles  away, 
should  be  dissatisfied  at  the  action  of  the  negative  electors  of  Dallas  County. 
Then  they  would  have  a  remedy,  for  they  could  call  a  confidence  election  for 
Galveston  County  and  disqualify  any  positive  electors  thereof  in  whom  they 
did  not  have  confidence,  and  thus  prevent  them  from  voting  for  John  Doe's 
reelection.  So,  likewise,  could  the  negative  electors  throughout  Tens  hold  con- 
fidence electi<m8  in  their  respective  counties  anad  disqualify  such  podtive 
electors  as  they  each  regarded  as  unworthy.  It  is  only  by  the  applicatiim  ciiC 
these  principles  of  local  self-government  that  the  proper  control  of  those  Insti- 
tutions can  be  effected,  and  it  must  be  done  by  the  men  who  pay  the  premiums. 

I  might  call  your  attention  to  the  fact  that  the  companies  carry  their  galleys 
by  counties  inrt;ead  of  by  eitles  and  towns.  That  is^  th^  have  all  the  policy- 
holders of  each  county  set  up  in  one  galley,  so  l^at  they  can  in  a  few  minutes 
obtain  a  list  of  those  in  any  one  county.  The  company  accepting  this  charter 
could  desi,gnate  the  positive  electors  w'th  a  **  p  "  and  the  negatives  with  an 
"N"  witli  little  trouble  and  thus  be  able  to  see  who  the  voters  were  in  each 
county. 

Let  me  direct  your  attention  to  another  fact  which  is  peculiar  to  life  Insur- 
ance. I  have  already  shown  you  how  wide  publicity  given  to  life  insurance 
scandals  did  not  affect  the  financial  stability  of  these  institutions.  But  such 
publicity  renders  it  almost  impossible  for  them  to  procure  new  business.  The 
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reason  is  that  the  taking  of  life  iusurauce  is  the  most  unselfish  financial  act 
one  ever  did,  for  he  must  die  to  win,  the  statanent  of  the  agent  to  the  contrary 
notwithstanding.  Therefore,  in  order  to  induce  a  man  to  do  the  unselflsh  thing^ 

you  must  appeal  to  Jiini  personally.  Now,  when  the  company  is  under  fire  the 
agent  can  not  secure  the  tlesired  interviews.  The  prospect  can  turn  the  agent 
down  so  hard  that  he  has  no  way  to  come  back. 

In  1907  the  Mutual  Life  of  New  York  wrote  hut  $50,000,000  of  new  husiness, 
though  it  then  had  agency  forces  all  over  the  world. 

The  Chairman.  \X\mt  hai^>raed  then? 
^  Mr.  MiLLiKEN.  AVell,  the  nndesirnhle  pnhlicity  it  received  during  the  1905 
mv^gatious  rendered  it  almost  impossible  for  it  to  procure  new  business. 

The  Chairman.  When  the  scandal  occurred? 

Mr.  ]\IiLLiKEN.  Yes.  Its  new  business  fell  from  $300,000,000  In  1904,  the  year 
before  the  investigations,  to  $50,000,000  during  1907.  The  same  thing  happened 

to  the  other  companies  invest! grated.  For  instance,  in  1904  the  New  York  life 
wrote  $345,000,000  of  new  business,  whicli  fell  to  $154,000,000  in  1907^  The 
^<l^^t>le  wrote  $300,000,000  of  new  business  in  1904,  which  feU  to  $73,000,000 

Contrast  the  small  volume  of  new  business  that  year  for  those  three  com- 
panies with  that  of  two  other  companies,  the  Great  Western  Life  of  Kansas 
City  and  the  State  Life  of  Georgia.  The  Great  Western  did  not  organize 
until  the  19th  of  April,  1907.  Now  it  had  to  organize  an  agency  force  and 
during  ^e  eight  months  that  it  operated  that  year  (1907)  it  wrote  $25,500,000 
of  new  bnshiess,  and  the  State  LIffe,  another  new  eompany,  wrote  $29,000,000 
of  new  business  the  same  year.  •  . 

There  is  no  institution  which  is  so  absolutely  dependent  on  public  sentiment 
for  getting  new  business  as  the  life  insurance  .company. 

This  brings  me  to  the  companies  which  are  eligible  to  accept  the  charter 
of  the  proposed  Insurance  league.    There  are  just  six  of  such  companies. 
Those  companies  control  from  a  half  a  billion  to  one  bllUon  of  assets  eadi 
I  do  not  blame  them  for  getting  control.   There  is  scarcely  a  man  of  public 
spirit  in  the  laud  but  what  would  like  to  have  such  control,  some  for  one 
pmpose  wd  others  for  other  purposes.    This  bill  purposes  to  decentralize  the 
control  of  the  compai^r  which  accepts  the  proposed  charter.    Therefore  I  do 
not  ^ct  the  gentlemen  who  now  control  those  companies  to  busy  themselves ' 
by  advocating  this  bill  which  would  deprive  them  of  sHch  opportunities 
wealth  as  they  now  possess.  •.••"»w«5o  iwr 

°2F™^1  ^^^""^  ^^^^  of  them  is  controlled  by  a  small  coterie  of  men  at 
the  home  office,  but  when  yon  arouse  the  agency  forces  they  control.  We  had 
an  Illustration  of  that  in  the  Equitable  fight  At  that  time  the  Suitable  waa 
controll^  by  $51,000  of  its  stock,  which  was  held  by  Jemmie  J«nmte 
gave  a  $100,000  banquet  for  a  French  actress  at  which  he  drank  out  of  her 
Si^LfJ'il*^*^  PJ-ess  gave  publicity  to  the  facts.  That  did  not  set  well  on  the 
stMua^s  of  the  hard-worldng  agents  who  produced  the  new  business  for  the 
company,  so  they  inaugurated  a  campaign  fbr  the  mutuallzation  of  the  com- 
pany to  deprive  Hyde  of  his  privUege  of  electing  the  company's  directors  wtOi 
the  bare  majority  of  the  stock  held  by  him.    The  agents  not  only  succeeded  to 

^"JlJi        ^^^^  company  but  Hyde  received  such  undesirable  publicity  that 
he  left  the  country.  »' 

Mr  BtAOT.  On  that  point,  let  me  Interrupt  you  .to  ask  this  question :  Sup- 
pose that  these  few  companies  who  axe  eligible  to  accept  this  dmrter.  should 
none  of  them  agree  to  do  it,  then  your  biU  would  be  left  without  an  effective 

method  of  functioning?  cusscwto 

Mr  MiixiKEN.  You  are  correct.  I  am  glad  you  brought  that  point  up  The 
agfflits  of  those  companies  are  always  interested  in  clean  home  office  mknaee- 
ment.  A  scandal  at  the  home  office  rutas  their  business,  and  if  you  can  show 
them  a  better  way  of  preventing:  their  occurrence  you  may  rest  assured  of  their 
support.  Only  two  years  ago  the  president  of  one  of  the  big  mutual  life  in- 
surance companies  had  a  son  who  was  speculating  on  the  company's  securities 
5?*  **?J!?'®™*  agents  marched  to  the  home  office  on  election  day  and  deposed 
the  president,  and  he  had  been  in  office  more  flian.a  quarter  of  a  century  The 
Scleral  agents  of  those  companies  have  their  life's  work  tied  up  In  renewal 
contracts  with  those  institutions  and  are  therefore  selfishly  interested  in  clean 
home  office  management  They  are  the  ones  who  come  in  contact  with  am 
vast  body  of  poUcyholders.  ^ 

This  campaign  among  the  agrats  should  be  conducted  with  private  capital 
instead  of  Qovenunent  foads.  Thei^ore  tbe  bin  should  be  so  anwnded  that 
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fh£  Phn^i.  ^"^^  availabie  until  one  of  those  coiiipauies  1ms  arrept.  d 

Sonhf  nnf     J^^V"^  P^^**^  t«  tl^^t  campaign  we 

Sen  i  nf  H  Government  to  do  it  That  is  a  question  of  educating  the- 

agents  of  those  ronipanies  as  to  the  purposes  of  the  proposed  chartftT 

\i    i;^''^'"^"-  j«  tt>  the  accents? 

is  nn'iJl^^f^'  That  is  ju«t  what  wo  rontiMuphu.'.  There 

foZ  ZrP  nSc^  ^""-/^^  Officials  Suppose  one  of  Ihose  companies  shouhi 
^^mV^^^^  would  accept  the  charter.   Then  there  are  Members  of 

l.'n^^^^]^^^*'''^'^  ^'^^^'■est      the  big  insurance  com- 

TWrlftJ  '  Congress  passes  this  hill  there  is  nothing  to  offer  those  coini>anies. 
i«t  tn  ^«  ^'""^  gentlemen  van  not  promise  tliem  anytl.in^',  there  is  l>ut  one 
n^J«^ ^    •  ^^^^^'^  ^  campaign  amon-  their  ajreiits  after 

h^Jff  ^^l"""^^  ^'^^^'^  ^  «ee  of  the  problem  '  We  must 

rLf  a  definite  proposition  to  offer  them,  which  must  be  ay^roved  by  the  Sec- 
letary  of  Commerce  before  it  becomes  effeettve.  ^  ^  ^ 

If  Congress  were  to  desoeiulize  the  control  of  one  of  those  hiir  life  insurance 
«Il^VlV?''^l-'l''  more  to  destroy  the  sociaMsm  in  n,is  rountry  than  anv 
o^^ii*^^  ?      »o*  infrequent  to  hear  some  one  exjaess  tlie  fear  of 

socialism  commg  about  in  this  country.  Why,  it  now  exists  all  over  this  cou^- 
tr>.  It  IS  Oovernnient  inspection  of  everything.  That  is  as  bad  in  the  States 
as  It  IS  in  the  National  <;overnnient.  There  is  nr.  Government  inspection  of 
banks  and  insurance  companies  in  England  and  France.  I  tell  von  fliat  a  hu<\- 
ness  whiOx  is  not  worth  looking  after  is  not  worth  patroniz.in^^  The  pniicv- 
holders  of  our  life  insurance  companies  would  loolc  after  tliem  if  you  sliouid 
provide  a  practical  method  by  which  they  could  do  it. 

You  ask  me  why  I  predict  timt  if  Congress  shonld  desocialize  the  control  of 
one  ot  those  companies  it  would  accomplish  the  results  I  claim  will  come  about. 
I  so  predict  because  that  is  precisely  what  happened  in  France  after  \ai>oleon 
set  the  example  in  the  Bank  of  Prance.  You  can  not  teach  the  people  philo- 
sophic principles  by  preaching.  Philosophy  must  be  practiced  in  order  to  have 
the  desired  result.  Dr.  Liesse,  the  eminent  French  scholar  and  monetary  writer 
contends  that  it  was  63  years  before  the  French  parliament  applied  the  philo- 
sophic principles  incorporated  in  the  Bank  of  France's  charter  to  all  the  credit 
institutions  of  France.  You  will  find  that  in  Liesse's  A  Century  s  Evolution  of 
French  Credit,  which  was  made  a  public  document  by  the  Monetarv  Commis- 
sion. 

Mr.  Chairman,  let  me  call  your  attention  to  just  one  socialistic  law  in  your 
State.  I  have  reference  to  the  law  which  requires  your  legislature  to  designate 
the  very  securities  in  which  the  savings  banks  shall  invest  their  funds  That  is 
socialism  run  mad.  The  l^^lator  has  no  time  to  perform  that  administrative 
act.  But  suppose  the  securities  which  the  legifidature  declares  to  be  a  safe 
investment  to-day  are  good  and  safe,  why,  to-morrow  something  may  occur  to 
make  theiu  unsafe,  and  you  have  a  law  on  the  State  book  wtdch  meakB  a 
fallacy.  -»r— — 

Let  me  observe  the  operation  of  tliat  law.  When  Theodore  lloosevelt  was 
governor,  the  Chicago  &  Alton  Railroad  bonds  were  so  made  a  legal  investment 
for  those  institutions.  iMr.  Roosevelt  approved  that  act,  but  he  was  no  bond 
expert,  so  he  had  to  rely  on  some  one  in  whom  he  had  confidence.  F.  H.  Harri- 
man  became  his  adviser  in  the  matter,  but  tlie  governor  did  not  kn<»w  he  had  a 
personal  interest  in  the  matter,  and  Harriman  took  pains  to  not  let  it  be 
known  he  had  bought  up  ttiat  road  at  that  time.  That  was  one  of  the  best  i»aying 
railroads  in  the  country.  It  had  never  feiled  to  pay  its  7  per  cent  dividend* 
But  Harriman  gutted  it.  After  obtaining  control  of  it  he  issued  $68,000,000  of 
3  and  Si  per  cent  bonds.  That  was  the  first  time  3  per  cent  railroad  bonds  had 
been  issued,  and  that  would  have  been  impossible  had  the  road  not  had  such 
a  fine  dividend-paying  record.  The  last  quotatlw  for  the  3^  i>er  cent  bonds  of 
tliat  road  was  36  cents  on  the  dollar.  The  savings-bank  depositors  were  the 
losers  of  the  difference  betwera  what  Harriman  rec^ved  and  the  present  worth 
of  those  bonds. 

Mr.  Black.  Mr.  Milliken,  right  there,  though,  it  is  just  those  transactions  that 
have  brought  about  what  you  might  term  the  paternalistic  legislation.   For  in- 
stance, Congress  would  have  much  preferred  to  iave  left  to  tlie  corporations- 
the  issuance  of  their  securities,  the  floating  of  their  own  loans.   That  would  be- 
much  more  desirable,  and  yet  such  transactions  as  Harriman  carried  on  in  the- 
Chicago  &  Alton  case  makes  it  necessary  for  us  to  leave  with  the  Intei  state 
Commerce  Commission  the  absolute  control.   Otherwise  w  e  do  not  se^  how  the 
public  could  be  protected. 
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Mr.  MiixiKKN.  Ycm  are  act  going  to  solve  the  ?f  ?»fit ^^^^^ 
more  socialism.  I  agree  with  President  Harding  that  we  want  less  business  m 
the  Gov»ninent — ^Just  as  long  as  you  have  it         .      ,  _ 

The  Chairman.  That  is,  less  Government  in  •  ^.  „^  rnvAmmpnt  in 

Mr  ^IiiTiKKX.  Less  (Government  in  business.    We  want 
bnsllu.;s :       should  r.d  business  from  the  Government  ^  f J 
their  hard-earneil  money  into  those  life  ^^^^""^^  S^^^""^^^^^^ 
them,  and  if  you  will  devise  a  practical  way  by  which  they  could  contiol  them, 

thev  would  do  it. 

Mr.  Black,  (^f  course;  that  is  a  problem.  i.^oi  H<»if 

Mr  MiLTiKKN.  Thev  will  do  it  if  you  apply  the  prtocples  l^^J.^^^ 
govei^ment  to  their  control.  Do  away  with  the  existing  farce  by  wh.ch  cUques 
control  them  to  serve  their  sdflsh  interests. 

There  is  another  aspect  to  this  qnost  on.  that  of  the  loss  of  I'^j^l^^^ 
n<Ll  in  public  officials  who  make  honest  n.istakes  m  l^'^^'^^l^^^ 
quirimr  vears  of  bus  ness  experience.   That  was  not  the  case  With  Mn  ^^J^ 
?St  u  the  Chi(  ayo  &  Alton  bond  deal,  though  the  public  lost  three  times  as 
much  by  that  mistake  as  t  did  through  the  mistake  of  Secretary  Carlisle.  To 
engender  distrust  in  a  public  official  is  a  most  serious  thing 

I  shaU  now  discuss  the  rural-credit  feature  of  this  bill.  Of  coul^e.  that 
charter  ffives  our  r(^sponsibh'  farmers  full  and  ample  power  to  do  a  general 
bank  ng  uud  credit  business,  with  only  two  limitations.  t 

Mr  Black.  Before  you  go  to  that  point  you  are  Just  entering  upon  I  suggest 
that  tl'e  committee  adjourn  untU  next  Monday  to  allow  the  members  t(^  attend 
to  matters  of  importance  in  the  House.  (After  consulting  among  the  members 
of  the  sul>comn.itree.)  ^  ,  -i/»oa 

The  i  ll ATr..\[AN.  The  subcommittee  will  now  stand  adjourned  until  iu.du 

o'cloi  k  next  :Monday  morning.  ^  «.^*. 

(Thereupon,  at  1250  o'clock  p.  m.,  the  subcommittee  adjourned  to  meet 

Monday,  August  15, 1821,  at  10^  o'clock  a-  m.) 


SUBCOMMiTTOi  OF  THE  Committee  ON  Banking  and  ('ruuKNCY, 

House  of  Rii:pre8entatives, 

JlfOfMtatf,  Augwt  15,  mi. 

The  sul>(<»nunittee  met  at  10.30  o'clock  a,  m.,  Hon.  Clarence  MacGr^iior 
(chairman)  presiding. 

STATSMENT  OF  MB.  &.  C.  MTLLIKBN — Continued. 

Air  Mn.LiKEN.  :Mr.  CLa  rman.  I  wish  to  call  your  attention  to  the  fact  that 
France  n<»t  onlv  limits  the  amount  tiiat  a  wage  earner  may  deposit  in  any 
one  or  n  any  number  of  savings  banks  during  a  single  year  to  1.500  francs— 
^300— bnt  she  prohibits  the  men  who  run  1ii<»se  savin?;s  bjinks  or  who  control 
those  sav  ngs  bnnks  from  investintj  one  penny  of  those  <lo])os:ts.  The  Caisse 
des  r>epots  ( t  (\aisignations  is  the  French  central  bank  for  savings  banks. 
I  an»  iiuotin^  now  from  volume  1,  page  304,  of  the  Monetary  Commission's 
seriea  The  witness  who  was  before  the  Monetary  Commission  was  M.  Dela- 
tour,  who  was  the  d  nctin^r  head  of  the  Caisse.    The  quest  on  was: 

«  Q.  Then,  ns  a  matter  of  fact,  this  is  a  central  bank  for  the  savings  banks  of 
France?— A.  Precisely."  ' 

Then  you  w  ill  find  on  pages  307  and  308  the  statement  of  the  witness  to  the 
eftect  that  all  deposits  of  the  savings  banks  of  France  must  go  to  the  Caisse  for 
investment.  That  Is  to  prevent  inflation  by  preventing  increased  motion,  you 
might  say.  The  savintrs  bank  with  us  is  used  as  an  investment  institution. 
The  French  are  tauiiht  to  use  a  savings  bank  until  the  depositor  has  accumu- 
lated a  coi-porate  unit — $20  to  $200 — and  then  become  an  investor,  while  the 
wage  earners  of  many  of  our  industrial  centers  know  nothing  but  the  saving 
tnnk  as  an  investment  institution.  Now,  France,  by  her  sound  policy,  has 
made  that  a  country  of  tiie  irreatest  investors  in  the  world*  ai^  she  has  at  I3ie 
same  time  prevented  inflation. 

I  would  like  to  show  you  how  England  operates  on  such  a  small  amount  of 
bank  deposits.  I  quote  from  the  testimony  of  Sir  Felix  Schuster,  from  whom 
I  quoted  the  other  day,  on  page  40: 

"The  total  liabilities  of  the  joint-stock  banks  in  England  and  Wales  would 
be  about  f700,000,(X)0,  those  of  the  United  Kingdom  about  £90(^000,000,  Imt 
Scottish  and  Irish  banks  are  subject  to  special  conditions. 
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"Q.  You  refer  to  the  total  deposit  liabilities?— A.  Yes;  the  deposit  liabil- 
ities, but  then  several  amounts  are  counted  twice  over.  Say  we  have  a  balance 
belonging  to  a  country  bank  of  half  a  million;  that  half  a  million  would  ap- 
pear in  our  Uabilitles,  and  that  liability  would  also  be  represented  in  the 
figures  of  the  countiy  bank  which  keeps  the  account  with  us.  Again,  thai  might 
represent  the  liabilities  of  a  third  bank.  Therefore  in  reckoning  the  total 
liabilities  at  £700.000,000.  you  have  to  make  very  large  allowances.  I  think 
when  you  come  to  analyze  the  actual  amount  due  to  the  public  you  will  find 
they  are  very  much  smaller  through  this  duplication." 

Now,  you  might  sum  that  up  as  the  total  deposits  of  all  the  banks  of  England 
and  Wales— that  is,  at  about  £500,000,000,  which  means  about  $2,500,000,000, 
while  our  total  depos  ts  in  this  country  are  something  like  i?5(M>X>,0()0,00f\ 
Now,  through  the  credit  nuichinery  of  London  there  were  financed  three-fourths 
of  the  foreign  commerce  of  the  world,  but  it  was  not  through  banks.  It  was  in 
the  open  discount  market  throu^  bills  of  exchange.  While  I  am  on  this  point, 
I  want  to  show  you  how  free  the  credit  institutions  over  there  are.  To  show 
you  how  free  thev  are  from  governmental  interference  T  will  quote  from  the 
testimony  of  M.  Pallain,  governor  of  the  Bank  of  France,  page  189  of  the  Na- 
tional Monetary  Commission  series: 

"  Q.  Is  the  Bank  of  1  rauce  ever  attacked  in  the  controversies  between  polit  - 
cal  parties?^A.  No  eha^e  has  ever  been  made  that  the  bank  favored  or  aided 
any  polit  cal  party.  There  was  never  any  claim  that  politics  enters  in  any  de- 
gree into  the  management  of  the  bank.  Except  for  the  renewal  of  the  charter 
in  1897  no  leirislat  on  atTect'ng  the  bank  has  been  enacted  s  nee  18')7.  There  is 
no  sentiment  foi*  any  change  in  banking  methods  nor  for  any  new  legislation. 
It  should  be  adiled  that  neither  the  governor  nor  deputy  governor  is  permitted 
to  be  a  member  of  e-ther  body  of  Parliament." 

Now,  contrast  that  w  th  our  political  system.  The  Fedeial  resei-ve  act  h;is 
been  in  operat'on  less  than  seven  years,  and  the  amendments  to  that  act  alreai^ 
exceed  nearlv  twi(v  the  original  wording  of  the  act  In  the  last  Congrej^  66 
biUs  and  resolutions  were  introduced  to  amend  that  act;  yet  France,  from  1857 
to  1897,  a  period  of  41  years,  during  which  the  Government  changed  from  a 
monarchy  to  a  republic  and  had  a  most  expens  ve  war.  the  Franco-Pruss  au 
vrar,  had  not  one  srintilla  of  legislafon  by  the  French  Parliament.  That  was 
simply  bec^ause  the  bank  was  given  authority  to  do  a  banking  business,  and  then 
the  bank  parliament  that  Napoleon  created  legislated  for  the  institution. 

Mr  DuNBAK.  You  have  spoken  a  gr^t  deal  about  the  great  efficiency  and  ef- 
fectiveness of  the  Bank  of  France  and  about  its  be  ng  founrled  upon  sound  eci>- 
nomic  basic  principles.  Now,  why  cnn  not  that  bank  so  help  the  Oovernment  of 
France  as  to  enable  her  U>  pay  the  interest  on  the  debt  she  owes  us? 

Mr  IVlTLLiKEN.  France  suffered  more  than  any  other  country  from  the  war, 
and  war,  as  you  know,  means  waste.  It  has  wasted  the  capital  and  wealth  of 
the  country.  It  is  not  a  question  of  credit,  for  the  wealth  or  (apital  of 
France  has  been  destroyed.  She  has  had  to  violate  monetary  laws  in  orUer  to 
win  that  war,  or  to  do  th'ngs  in  violation  of  sound  economic  law. 

Now,  a  bank  can  not  create  money.  It  creates  credit,  and  when  the  people 
need  money  it  has  to  be  coined  out  of  metal.  The  CkmwtitutiOT  gives  to  Congress 
authority  onlv  to  coin  money,  not  to  print  It,  It  gives  Congress  authority  to 
coin  money,  not  to  make  it.  It  gives  it  authority  to  coin  money  out  of  gold 
and  silver.  Those  are  the  words  of  the  Constitution.  Now,  we  need  this  insti- 
tution to  create  liquid  assets,  to  meet  the  requirements  of  both  the  ;nsurau<re 
companies— and  that  includes  the  War  Risk  Insurance  Bureau  and  our  sav  ngs 
banks  Deposit  bank  ng,  as  the  OomptroUer  of  the  Currency  said  within  the 
last  lb  days  in  a  meeting  at  Philadelpbia,  Is  the  worn  overdone  bushiess  ui 

***The^^HA^RMAN.  You  said  "this  institution."   What  do  you  mean  by  that? 

Mr.  Miij.TKEN.  This  rural  credit  system.  Now,  I  am  going  to  read  from  a 
speech  made  upon  this  bill  by  Mr.  Md3^dd«i : 

« It  may  be  asked,  and  properly  so,  where  will  be  the  market  for  such  paper. 
This  market  like  the  market  for  every  other  commodity,  must  be  developed 
through  sound  business  methods.  The  wage  earners  of  our  industrial  centers 
and  many  of  our  corporations  should  carry  it,  and  they  would  do  so  if  it  were 
properly  presented  to  them.  I  maintain  that,  our  life  insurance  companies 
should  carry  at  least  $1,000,000,000  of  such  paper  to  meet  the  banking  obliga- 
tions under  their  guaranteed  cash-surrender-value  policies.  And  this  applies 
with  equal  force  to  the  policies  issued  by  the  Government  under  the  war  risk 
insurance  act    The  average  maturity  of  this  farm  paper  wUl  be  about  11 
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:r,o.tUs,  aaU  the  banking  obligations  of J*e  TFrobvioZ  S'^fhaJ 

the  end  of  the  policy  year,  or  every  twelfth  '^^^utjo^g    By  carry- 

thte  imi.er  just  meets  the  banking  obligations  of  ^^."^^^^J^f^^^?^^^ 

into  the  banking  bnsiness.   T  was  in  that       ness  at  uie  ' 

^«  U  was  not  nnm  the  year  1896  that  tbe  ly^^^^^^^^  Tn'SriZTer 

J^^l^f  Which  it  operated  ^^^^^^^^^^^ 

ai  tu-u-k's  to  work  compiling  data  and  making  compllatlonB  for  ™e  i^uance  oi 
su  .  uolu?  The  insurance  press,  from  time  to  time,  niade  mention  of  the 
K^nit^S  Dri^  on  the  proposed  new  policy,  nntil  in  the  spring  of  1896. 
S  ttS  Ne^v^Y^  Se  annou^cedit  had  actually  placed  in  the  hands  of  ite 

sLi^^^^^  policies  and  rate  books  containing  all  i^^^l^f^^^J^^ 
nolicv    The  Equitable  tben  publicly  charged  the  ^ew  York  Life  2!*™.™™ 
Si   eptit  cmslv  ^^^^^^^     possession  of  the  data  and  calculations  its  actuaries  had 
L  1  i  iboHi^  on       more  than  six  months.   It  was  but  a  few  days  until  the 
^nit^bte  ^  and  rate  books  in  the  hands  of  its  agents. 

S?J  wSen  ^^nS  th^  those  rate  books  contained  some  50,000  different 
??i™S  were  identical,  one  must  conclude  the  two  companies  had  ac- 

"^^The  NewTor^  l'^  ignored  the  charge  of  bad  faith  made  a^rainst  it  by 
the  Equitable  and  d  ucted  ite  ene*|^  to  the  sate  of  th.^  new  policT.  which 
took  like  wildfire    Some  of  the  more  conservative  men  in  control  ot  the  other 
companies  condemned  the  new  policy  in  unmeasured  teiiiis  and  made  dire 
predictions  as  to  the  injurious  effect  it  would  have  on  the  t>us  ness  and 
refuse.1  to  issue  the  policy.   It  may  be  of  interest  to  obeerve  that  at  t^t 
time  there  was  in  control  of  ttiose  two  companies  two  most  forceful  characters, 
men  possessed  of  great  driving  power  and  organlz  ng  ability,  whose  activities 
had  been  directed  solely  to  the  production  of  new  business,  and  they  produced 
it    n  sncli  volume  as  to  astound  the  insurance  world  ot  that  ^a/- 
tht >se  men  was  Henry  B.  Hyde,  the  founder  of  the  Equitable,  and  the  other 
was  (;eor^:e  W.  Perkins,  a  young  westerner  who  had  so  demonstrated  hte 
ab:i  ty  as  a  producer  of  new  buslhess  for  the  New  York  Life  that  he  was 
called  to  the  home  office  and  placed  at  the  head  of  its  ap:ency  depaitment, 
a  position  he  occupied  but  a  short  while  until  he  became  the  dom.nant  factor 
in  control  of  the  company.    Neither  was  an  economist;  in  fact,  both  were 
too  busy  at  the  production  end  to  give  any  thought  to  the  economic  prtociples 
underlying  ttiat  business,  yet  they  are  the  men  who  are  responsible  for 
placini?  our  insurance  companies  in  the  banking  bus  ness.    The  more  con- 
ser\-ative  men  had  to  swallow  their  pride  and  fall  into  line  or  else  lose  out 
in  the  mad  race  for  the  new  business.    During  the  coiimiorcial  and  industrial 
inactivities  of  1913  the  demands  for  cash  under  the  "cash  surrender  poliqy" 
became  so  great  that  the  Association  of  Life  Insurance  Presidents,  an  associa- 
tion Gon^sed  of  the  president  of  all  the  lai^  companies,  issued  an  appeal 
to  ttieir  policyholders  throng  the  press  of  January  18,  1914,^  urging  theia  to 
desist  in  their  applications  for  cash  values." 

The  Association  of  Life  Insurance  Presidents  last  December  issued  a  similar 
appeal  

Mr.  DUNBAR  (inteiposing).  What  association  was  that? 

Mr.  MnxJKEN.  The  Association  of  Life  Insurance  Presidents*  That  associa- 
tion is  composed  of  the  presidents  of  life  insurance  companies. 

Tho  Chairman.  Orover  Cleveland  was  the  president  of  that  association  at 
the  time  of  his  death,  was  he  not? 

Mr.  MiLLiKEN.  No,  sir;  this  is  an  association  of  life-insurance  presidents  of 

the  big  companies. 

The  Chairman.  He  was  at  the  head  of  it,  was  he  not? 

Mr.  MiLLTKEN.  No,  sir.   This  association  has  been  organized  since  Mr.  Cleve- 
land's death.   He  was  president  of  another  association. 
The  Chairman.  Of  life  insurance  companies? 
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Mr.  MiLLiKEN.  Yes,  sir;  but  after  his  death  these  life-insurance  presidents 
formed  this  organization.  They  have  issued  that  sort  of  an  appeal.  There  is 
not  a  particle  of  difference  between  a  life  insurance  company  receiving  your 
premium  and  obligating  itself  to  return  to  you,  upon  your  demand  or  at  your 
<^tion,  the  sum  of  money  called  the  unearned  premium,  or  the  res^e,  and  the 
business  of  a  bank.  The  reserve  is  all  the  money  that  a  company  is  supposed 
to  have  of  the  policy  holder,  and  there  is  no  difference  between  that  and  the 
bank  obligating  to  return  to  you  the  sum  of  money  called  a  deposit.  The  only 
question  is  one  of  time. 

In  order  to  maintain  its  solvency  a  bank  must  cover  its  borrowed  capital  with 
liquid  assets  payable  at  short  and  fixed  periods.  For  their  failure  to  observe 
this  law  every  bank  in  Paris,  except  the  Bank  of  France,  failed  in  1848.  See 
Dr.  Liesse's  Evolution  of  French  Credit.  The  same  thing  happened  to  the 
Monte  de  Piedad,  the  largest  bank  in  Mexico,  which  held  a  specie  reserve  of 
50  per  cent  of  its  borrowed  capital  a  week  before  its  failure,  but  the  other  50 
per  cent  consisted  of  permanent  inv^tments  on  which  it  could  not  realize  the 
cash.  See  Banking  in  M^co,  by  Ofaarles  A.  Conant,  of  the  Monetary  CJommfa- 
Sion  series. 

It  makes  no  difterence  what  you  call  the  institution  which  is  assuming  bank- 
ing obligations;  it  must  observe  the  economic  laws  which  ai'e  applicable  thereto. 
Congress  has  no  authority  to  enact  a  law  which  will  comp^  a  corporation 

^organized  under  State  law  to  carry  any  line  of  securities,  but  Congress  does 
have  authority  to  create  the  two  fiscal  agents  providetl  for  in  this  bill,  which 
in  turn  can  create  a  class  of  securities  which  will  meet  the  banking  obligations 
of  our  life  insurance  companies.   The  War  Risk  Insurance  Bureau  should  com- 

.  ply  with  the  same  economic  law  which  the  other  life  insurance  companies  are 

.«^dect  to,  otherwise  the  GovOTunent  will  have  to  come  to  its  rescue  in  times 
of  distress  and  provide  it  with  funds  to  meet  the  demands  of  policyholders  for 
<;ash-surrender  values. 

I  will  now  take  up  the  rural  credits  section  of  the  bill.  The  fundamental 
principles  of  rural  credit,  as  now  practiced  in  Europe  and  as  proposed  in  the 

.Sill  under  discussion,  may  be  summarized  as  follows : 

1.  The  application  of  all  credit  to  production  only. 

2.  Unlimited  liability  of  membei-s  of  each  commune  for  all  obligati<m8. 

3.  Sound  and  cheap  multiple  insurance. 

4.  Restricted  area  of  operation. 

5.  Banking  with  bills  as  distinguished  from  deposit  banking. 

6.  An  ample  supi^y  of  cheap  capital  for  the  central  bank. 

7.  Full  power  to  do  a  banking  and  credit  business  with  a  bank  parliament 
through  which  responsible  farmer  members  may  legislate  for  themselves  with- 
.out  having  to  come  to  Congress. 

'   8.  Freedom  from  paternalism  and  Governmwit  mollycoddling. 

9.  Gratuitous  expense  of  managing  communes. 
..  Now,  on  the  first  of  those  propositions,  the  application  of  all  credit  to  pro- 
duction only,  that  is  universal  of  all  the  European  systems.  A  farmer  could 
not  go  to  his  local  commune,  in  any  one  of  those  countries,  and  obtain  credit  to 
buy  a  pair  of  shoes  in  the  dead  of  winter  if  his  feet  were  frostbitten-  In  this 
country  the  use  of  credit  is  for  consumption,  money  vdtli  which  to  buy  some- 
thing to  wear,  or  eat,  or  to  have  pleasure  with,  but  if  you  limit  credit  to  pro- 
dnction  when  pay  day  comes  the  borrower  will  not  only  have  his  principal  but, 
in  many  instances,  it  is  multiplied  many  fold,  but  if  it  is  used  for  consumption 
when  pay  day  comes  he  has  nothing  with  which  to  pay.  ^  ^  ^ 

]Mr.  Dunbar.  You  say  that  the  basis  of  credit  should  be  <m  production  and 
not  on  consumption? 

Mr.  MnxiKKN.  Yes,  sir.  , 

Mr  DOTTBAB.  How  would  you  distinguish  between  the  credit  necessary  for 
production  and  the  credit  as  a  result  of  production?  _ 

Mr  MiLUKEN.  Well,  credit  for  production  goes  to  buy  live  stock  for  working 
nurnoses  for  breeding,  for  dairying,  for  implements,  for  seeds,  for  fertlliw 
^^lorh^^^^^  drain  tiles,  and  farm  machinery  of  aU  Muds.  Those 

•rn  fhA  nnesi  to  which  this  credit  would  be  put. 

%?  r^^iS  Yon  said  that  a  man  could  not  buy  a  pate  of  aboes  if  his  lee* 
were  freezing. 

Mr  Du™  I^migM  be  necesaarytor  Mm  to  have  a  pair  of  ^  if  Ida 
feet  wMe  fleering  in  oi^er  that  his  labor  mil**  &  Into  pfoduetion. 
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Mr.  MiujKEN.  Yes;  but  if  you  use  credit  for  consumption  people  will  not 
save;  deny  them  consnmptive  credit  and  they  will  make  the  necessary  prepara- 
tions. If  they  live  in  a  timb^ed  country  tliey  are  going  to  brinjr  in  some  cord 
wood,  chickens.  lnitt(^r,  or  ejjgs.  But  their  production  requirements  must  be 
met  if  you  are  goinj^  to  have  those  people  prosperous  and  frugal. 

Mr.  Dunbar.  It  seems  to  me  the  great  difficulty  >yould  be  in  deciding  what  Is 
necessary  for  productive  credit,  and  I  certainly  think  a  pair  of  shoes  would  he 
necessary. 

Mr.  Mir.LTKEN.  I  will  come  to  that,  but  that  is  a  cardinal  principle  of  Euro- 
pean rural  credit.  The  fact  tliat  we  Jiave  used  credit  for  consumption  and  for 
speculation  is  the  cause  of  the  breaking  down  of  our  credit  system. 

Mr.  I>UNBAB.  I  agree  with  yon  on  that. 

Mr.  Bi^ACK.  Your  bill  would  have  to  define  what  items  would  constitute — - 
Mr.  MiTxiKEN  (interposing).  Do  not  d^ioe  the  items  in  the  bill,  but  let  the 

responsible  men  in  control  do  that. 

Mr.  Black.  You  would  not  undertake  to  do  that  in  tlie  bill,  but  would  leave 
that  to  the  system? 

Mr.  MnxTKEN.  Yes. 

Second.  unLmited  liability  of  members  of  each  commune  for  all  obligations. 
That  is  nothing  in  the  world  l)Ut  the  application  of  the  first  century  partnership, 
and  the  twentieth  century  corporation  is  just  an  evolution  of  that  partnership. 
Why  did  we  develop  the  corporation  and  limit  the  liability  to  the  stock  sub- 
acription?  It  was  for  the  purpose  of  getting  strangers  to  subscribe  capital,  biat 
we  do  not  want  strangers  in  these  local  associations,  and  that  comes  into  the 
next  cardinal  principle,  as  all  of  the  writers  will  tell  you,  the  limitation  of  the 
area  of  operation,  so  that  they  can  watch  each  other;  have  a  few  men  in  the 
community  so  that  they  can  watch  each  other.  Therefore  when  the  reason 
ter  the  limitation  of  liability  in  the  ordinary  corporation  ceases  to  esist  then 
the  rule  should  cease  to  exist  Yon  want  those  men  to  conserve  credit.  Credit 
18  just  like  water.  Water  used  in  proper  quantities  will  fruit  and  fructify,  but 
water  used  in  improper  quantities  will  destroy.  So  will  credit.  Credit  used  for 
production  is  not  only  a  blessing  to  the  man  who  borrows  it,  but  it  enriches 
the  community,  the  State,  and  the  Nation. 

In  the  organization  of  the  Oredit  Agricole  of  France  tfa^  had  two  classes  of 
communes^  unlimited  and  limited  liability,  but  nearly  all  of  the  new  organiza- 
tions are  on  the  unlimited  liability  plan.  In  France,  in  a  limited  liability 
commune,  the  member  can  only  borrow  five  times  the  amount  of  his  own 
stock,  just  as  it  is  in  this  bill.  By  limiting  the  amount  that  a  man  can  borrow 
you  can  have  your  limited  liability  communes,  and  they  will  soon  find  out 
that  they  have  to  pay  for  the  special  privil^e  they  enjoy.  That  was  the  way 
it  was  in  France,  and  when  they  started  out  they  were  nearly  all  limited  lia- 
bility communes,  but  they  found  out  that  they  themselves  were  paying  for  thu 
privilege,  and  that  it  was  better  to  trust  the  community  than  to  put  up  an 
amount  of  capital  of  thehr  own  to  obtaiu  this  credit  I  have  already  discussed 
the  restricted  area  of  operation  in  connection  with  the  otli^,  but  that  ts  a 
justification  for  the  unlimited  liability. 

Mr.  Black.  It  would  be  tile  only  way  you  could  have  it? 

Mr.  MiLLiKEN.  Yes. 

The  next  is  sound  and  cheap  multiple  insurance.  Europe  is  far  ahead  of  us 
In  multtiOe  insurance  insurance  for  every  class.  I  am  going  to  read  to  you  aa 
artlde mat  appeared  in  yesterday's  New  York  Times,  headed : 

**  WSATH£B    INSURANCE    TAKES    STRONG    HOLD— $1,500,000     WAS  UNDERWRITTEN 

AGAINST  KAIN  ON  JULY  4 — ^EXPECT  MORE  LABOR  DAY — FIVE  BALL  CLUBS  INVEST  

TKX'BICKABD  TOOK  OUT  |750,000  HEITESH  POLICY  OOVSRINO  DAY  OF  BIG  FIGHT. 

**  Weather  insurance,  a  novelty  a  year  ago,  has  now  taken  a  firm  hold  in  this 
country  and,  following  the  example  of  Great  Britain.  Americans  are  now  in- 
suring  every  variety  of  event  against  loss  by  rain.  IMorc  than  $1,500,000  was 
underwrittai  in  rain  insurance  on  July  4,  it  was  estimated  by  a  broker  yester- 
day, and  Labor  Day  is  expected  to  break  that  record.  Fortunately  for  the  in- 
surance companies,  fair  weather  was  general  m  the  Fourth  of  Julv  and  Ipss 
than  $100,000  was  paid  to  policyholders.  '  ^ 

"Five  major-league  baseball  clubs  this  season  have  thus  safenmrded  them- 
selves on  aU  of  their  Saturday,  Sunday,  and  holiday  dates  while  many  minor- 
league  teams  have  P/otected  th^selves  by  Pluvius  hisurance,  as  that  class 
of  risk  is  termed.  A  Brttish  company  underwrote  a  $760,000  rain  insurance 
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mLJ^o^*^'^^      ^  protection  against  financial  s(-.backs  whieli  the  ole- 
K  nr^nv^l   f  M^""^      J"»y  2,  the  day  of  the  Dempsey-Garpentier  light, 
"  rp^  «  ^^^5^  ^^'^^y  ^'^^  reported  to  have  been  $75,000. 

r  f  u  insurance  has  broadened.   Colleges  have  begun  to  insure 

toeir  footbaU  games,  and  State  and  county  fairs  also  have  taken  up  the  pra" 
ttce.    -Underwriters  report  that  horse-racing  promoters  and  excursion^)oat 

wl^-f  ^..^^H  ^""^^  ^  winter  they  insure  ice  skatin? 

nnks  on  the  temperature  remaining  below  freezing.  Summer  hotels  insure 
themselves  against  bad  weather  over  week  ends  and  department  stores  do  tiie 
same  thing  on  days  when  special  bargains  are  advertised 

«o«i^  K  ^"^^^^  f  ^^'^  ^^^^  playing  a  5-to-l  shot.    The  insurance  com- 

pani^  charge  premiums  ranging  from  2i  to  25  per  cent,  and  even  higher  in 
raie  instances.  The  usual  method  is  to  insui^  against  one-tenth  inch  of  rain- 
faU  during  stipulated  hours— usually  24,  12,  6,  or  4  hours 

Pluvius  insurance  policies  are  flexible  and  can  be  written  to  cover  special 
conditions  or  locaUties  or  in  blanket  form  to  cover  a  series  of  events.  Every 
.mss  Of  this  f onn  of  insurance  is  now  being  written.  There  are  policies  under 
the  terms  of  which  if  the  income  from  any  event  does  not  equal  the  expense 
incurred  the  company  pays  tlie  diffierrace.  Another  t0m  of  agre^neot  makes 
the  company  liable  for  the  difference  between  a  valued  amount  and  tiie  actual 
receipts.  Snow,  sleet,  and  hail  are  now  included  in  the  risks. 
»  weather  insurance  that  is  being  developed  is  crop  insurance, 

in  this  form  of  underwriting  the  companies  will  take  either  side.  They  will 
insure  against  fair  weather  when  the  cw^  need  rain,  or  they  will  insare 
against  rain  when  crops  have  be^  cut  uid  tbe  coming  of  rain  would  be  a 
calamity  to  the  farmer. 

"Rates  are  based  on  the  average  rainfall  in  any  location  over  a  10-year 
period  and  on  the  month  in  which  the  event  insured  is  to  take  place  Reports 
<rf  the  United  States  Weather  Bureau  are  taken  as  evidence  of  rainfaU  and 
policies  are  paid  on  such  re^rts.*^ 

:  T  want  to  insert  in  the  record  a  statement  compiled  from  1918  Life  Insurance 
Yearbook,  showing.-  different  classes  of  insurance  actually  being  transacted  by 
a  few  of  the  old  British  insurance  companies: 

t  ^  KAHB       GOMPAWY,  0ATK  OF  OBOARBSATIOW,  ANP  CIASBES  OF  INSUBANCS  AOTUAXX.Y 

TftAHSAGTKO. 

"Alliance,  London,  1824:  Life,  lire,  marine,  accident,  burglary,  hdellty  and 
guaranty,  and  leasehold. 

•*  British  Equitable,  1854 :  Life,  fire,  accident,  burglary,  and  liability. 

"Commercial  Union.  1861:  Fire.  life,  marine,  and  accident 

"Liverpool  &  London  &  Globe,  1836;  Fire,  lif^  aeeidexd;,  wnuity,  burglary, 
etc. 

"North  British  &  Mercantile,  1809:  Fire,  life,  annuity,  burglary,  etc. 

"Norlliem,  London,  1836:  Fire,  life,  acdd^t,  burglary,  employers'  liability, 
fidelity,  plate  glass. 

"Royal  Exchan^re,  1720:  Fire,  life, marine,  aimuity,  aceidmt,  employes'  lia- 
bility, executors,  and  trustees. 

"Royal,  Liverpool,  1S45:  L'fe,  fire,  accident,  plate  ^r!ass. 

"Union,  London,  1714:  Fire,  accident,  fidelity,  burglary,  W.  C,  plate  glass. 

"Yorkshire,  York,  1824:  Fire,  life,  accident,  employe*  liability,  burglary, 
fidelity,  live  stock,  plate  glass." 

Now  we  come  to  the  fifth  proposition — banking:  witli  bills  as  distinguished  from 
deposit  hankinjr.  The  Raiffe'ssen  system  of  <Ternuuiy  started  out  as  a  local 
deposit  banking  system  iu  1862,  but  they  made  little  or  no  progress  until  the 
German  Government  oi^anized  a  central  bank,  furnishing  the  capital.  The 
Prussian  Government  furnished  $19,000,000  of  capital  to  the  central  bank,  and 
the  Imperial  Government  furnished  an  amount,  of  which  I  have  forirotten  the 
exact  figures.  But  France  did  not  put  her  farmers  into  deposit  l)ankai?^  at 
all  when  she  organized  the  Credit  Agricole,  but  limited  them  strictly  to  the 
drawing  of  bills  of  exchange.  France  organized  a  central  bank  an<l  furnished 
it  with  a  capital  stock  of  $45,000,000;  that  is,  225,000,000  francs.  That  capital 
was  raised  out  of  the  profits  of  the  amended  charter  of  the  Banlc  of  France. 
Banking  with  bills  of  exchange  is  the  most  economic  system  of  bankin.ff.  A 
bill  of  exchange  drawn  on  a  milk  stool  in  a  dairy  barn  is  just  as  ^^ood  as  if 
it  were  drawn  on  a  marble  slab  in  a  marble  palace.  You  eliminate  all  of  that 
expense ;  and  in  tillfi  ccmnecttom  it  might  be  wdl  to  compare  the  e^nse  of 
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the  management  of  those  rural  credit  societies  with  the  expense  of  our  banks 
here. 

In  1912  the  average  expense  of  couductiug  those  societies  in  the  Province  of 
Silesia,  In  Germany,  waiS  $62.50  a  year.  Throughout  Germany  it  was  $152  a 
year,  as  compared  to  an  a\  erage  expense  of  conducting  the  national  banks  in 
this  country  of  844,700.  The  whole  turn(»ver  of  those  societies  in  Germany  was 
over  15,00O.OOOX»(Kj  marks,  nearly  ;i;4,00(».(MMj,000.  That  was  the  enormous  busi- 
ness they  did,  and  every  dollar  going  into  production.  By  the  use  of  bills  they 
will  get  a  longer  time.  These  bills  will  be  drawn  for  the  time  in  which  it 
requires  that  credit  to  reproduce  itself.  For  instance,  a  man  borrows  $100  to 
buy  a  dairy  cow.  That  will  he  a  credit  which  will  reproducr  itself  in  monthly 
installments.  It  will  take  about  20  months.  They  wouhl  draw  twenty  $5  bills 
of  exclmnge,  payable  monthly,  and  at  the  end  of  the  time  tlie  cow  has  repro- 
duced herself. 

Now,  the  sixth  proposition — an  ample  supply  of  cheap  capital  for  the  central 
bank.  I  have  partially  covered  that  in  my  discussions  of  the  .ither  propositions. 
We  must  have  that  in  order  to  pay  the  expense  of  operating.  All  of  those  coun- 
tries tried  it  without  capital,  but  made  no  success  until  the  Government  fur- 
nished the  cai^tal  for  the  central  bank.  This  bill  provides  that  a  sinkhig  fund 
ahall  be  created  and  that  one-tenth  of  I  per  cent  of  each  dollar  of  interest  shall 
go  in  there  until  the  capital  and  interest  that  the  Government  has  paid  is  fully 
re|>aid.  The  credit  society  could  not  pay  dividends  on  that  stock  because  the 
interest  income  from  that  capital  has  to  be  used  in  defraying  the  expense  of 
management 

Mr.  Black.  That  is  a  very  similar  arrangement  to  our  land  banks — ^to  even- 
tually retire  the  Government— but  we  foimd  that  the  land  l)anks,  in  order  to 
function,  really  had  to  have  large  enoug:h  capital  to  enable  them  to  make  their 
turnover,  and  recently  we  had  to  provide  that  it  be  taken  out  of  the  Treasury 
until  such  time  as  they  accumulate  enough  of  their  stock  to  take  care  of  it. 
Mr.  DxnraAB.  And  there  is  always  a  demand  for  more  capitaL 
Mr.  MiLLiKEN.  Yes;  and  you  will  always  have  it  so  in  all  paternalistic  plans. 
Under  this  hill,  suppose  it  were  doin-  $1,000,000,000  worth  of  business.  Some 
of  these  farmers  would  not  be  borrowers,  but  they  would  have  their  comnmue 
Stock,  which  would  be  invested  by  the  farmers  themselves.  You  would  have 
there,  in  all  piobabiUty,  about  $200,000,000  worth  of  commune  stock,  $25,000,000 
of  stock  furnished  by  the  Government,  and  $2,400,000  of  capital  furnished  by 
the  insurance  company  for  the  branches.  This  $200,000,000  of  commune  stock 
is  a  guaranty  that  the  Government  will  not  lose  its  investment ;  that  must  be 
exhausted  before  the  Government's  capital  can  be  used,  and  the  insurance  com- 
pany's capital  of  $2,400,000  must  be  exhausted  before  the  Government  s  capital 
can  be  used,  so  that  you  have  all  of  those  guaranties  against  the  loss  of  the 
Government's  capital.  Now,  if  the  society  were  doing  $1,000,000,000  worth  of 
business  they  would  not  need  that,  because  a  small  tax  on  that  volume  of 
business  would  pay  the  expense ;  but  it  is  going  to  take  years  to  get  up  to  that, 
and  if  you  did  not  have  a  supply  of  cheap  capital  the  system  could  not  operate ; 
the  credit  would  be  so  hi^  and  the  e:ii3>ense  would  be  so  great  that  you  could  not 
operate. 

The  next  is  full  power  to  do  a  banking-  and  ei-edit  business  with  a  bank  par- 
liament through  which  responsible  farmer  members  may  lesrislate  for  them- 
selves without  having  to  come  to  (Congress.  You  have  an  illustration  here  of 
tiie  failure  to  gire  corporations  authority.  They  always  come  here  and  are 
always  begging,  and  they  have  to  maintain  lobbies  here  to  beg  for  it,  and  yon 
should  do  exactly  as  Congress  did  90  years  ago  in  the  creation  of  that  insurance 
charter,  wherein  Congress  gave  them  authority  to  do  an  insurance  business 
and  Congress  should  give  these  farmers  authority  to  do  a  banking  and  credit 
bushiess.  Let  me  read  the  authority  as  provided  in  the  bilL  Tlie  powers  that 
this  corporation  can  exercise  are  set  forth  in  Article  II  : 

"  The  nature  of  the  society's  business  shall  he.  and  it  is  hereby,  authorized  and 
empowered  to  do  and  transact  a  general  hanking  and  credit  business  through 
its  executive,  brunch,  and  commune  offices,  and  through  such  agents,  agencies 
and  auxiliaries  as  its  by-laws  may  prescribe,  to  buy  and  sell  and  contract  for 
the  purchase  and  sale  of  securities,  of  moneys  of  the  United  States,  and  of  gold 
bullion,  to  buy  and  own  in  perpetuity  such  real  estate  as  may  be  deemed 
necessary  for  its  executive  and  branch  offices  and  the  same  to  dispose  of  at 
its  pleasure,  to  own  and  hold  for  a  period  not  to  exceed  10  years  such  real 
estate  as  it  may  acquire  tlurongh  foreclosure  proceedings  and  the  same  to  dis- 
pose of  In  like  oianner,  to  act  as  the  fiscal  and  financial  agent  for  the  Govem- 
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nient  of  the  United  States  within  the  powers  conferred  upon  it  in  this  article 
ami  on  sueh  terms  as  may  be  prescribed  by  the  Secretary  of  Agriculture  and 
approved  by  the  society's  board  of  directors:  Provided,  That  neither  the  sodety, 
its  bmches,  communes,  agente,  agencies,  nor  auxiliaries  shall  issue  demand 
payable  printed  bank  notes,  commonly  denonunated  currency:  Provided  further^ 
That  the  society's  connnunes  shall  not  re<:*eive  deposits." 

You  have  full  author  ty  there.  Now,  the  ereation  of  your  bank  parlia- 
ment," Article  VII,  section  1,  "Corporate  powers;  how  exercised"  [lading] ; 

"The  corporate  powers  of  the  society  etfiall  be  exerc'sed  by  a  board  of 
directors,  the  members  of  which  shall  l)e  electeil  in  the  decentralized  manner 
provided  in  this  section  of  this  art:c1e.  and  such  officers,  afrents.  and  com- 
ni  tteenien  as  the  hoard  may  elect,  except  as  otherwise  expressly  provided 
in  this  charter.  Tiie  i)ourd  shall  have  power  and  authority  to  enact  by-laws, 
rules,  and  regulations  for  the  society,  its  branches  and  communes,  their 
agents  and  members,  not  inconsistent  with  the  terms  of  this  charter." 

You  w:il  obser\'e  from  reading  this  bill  that  it  is  divided  into  art  clcs.  that 
the  articles  are  subdivided  into  sections,  the  soctiims  then  subdivided  into 
para^'raplis  and  subpara.^raplis.  The  first  headuote  of  each  art  cle  signifies  the 
general  subject  that  ;s  treated  in  that  whole  article,  and  the  headnotes  of 
the  sections  and  paragraphs  denote  the  specific  subject  treated  therein,  and 
only  one  subject  is  treated  in  a  pai-agraph. 

For  instance,  take  Art:cle  VII  of  the  rural  credit  charter,  which  is  divided 
into  three  sectons:  Se<-tion  1  treats  of  the  central  hank;  section  2,  under 
the  head  of  "Branches."  treats  of  the  branches;  and  section  3  treats  of  the 
communes.  In  other  words,  there  are  three  sets  of  oflicers  and  three  sets 
of  legislators.  First  take  the  central  bank,  whose  executive  officer  is  a 
president  and  whose  legislative  body  is  the  board  of  directors.  When  we 
come  down  to  the  branches  the  executive  oflEicer  is  named  the  manajrer  and 
the  loLHslative  body  is  the  advisory  council.  Then  we  come  on  to  the  communes 
or  local  associations,  and  the  executive  officer  is  the  visor  and  the  board  of 
d  rectors  are  the  supervisors.  The  secretary  of  the  commune  is  denominated 
the.  scribe.  To  avoid  a  comidication  of  terms  and  names  we  have  separate 
nfimes  for  the  three  sets  ol"  oflicers  and  three  sets  of  institutions.  Init  the 
supreme  leirislative  l)ody  is  the  board  of  directors,  just  like  the  legislative 
body  under  the  original  charter  granted  the  Bank  of  England,  which  was 
the  board  of  proprietors.  Those  are  the  electors  of  the  bank.  They  are  the 
persons  who  riect  the  board  of  directors.  That,  however,  was  found  to  be 
too  large  a  body,  and  while  they  were  given  authority  to  leg'slate  for  the 
bank  at  the  r  meetinETs  every  six  months  they  finally  delegated  such  authority 
to  a  boa  Hi  of  directors,  a  smaller  body.  Then  there  is  an  executive  committee 
of  the  board,  which  can  perform  any  legislative  function  that  the  board  of 

directors  may  delegate  to  It.  n.,  ^  - 

'  That  is  to  correspond  to  the  bank  court  of  the  Bank  nf  T-.nj:iand.  lhat  is 
provided  because  these  directors  will  reside  in  the  several  States,  and  we 
will  want  them  to  meet  once  a  year.  They  can  not  have  too  frequent  lK)ard 
meetings  so  that  the  bill  i)rovides  for  an  executive  committee  to  legislate ^In 
such  manner  as  the  board  of  directors  may  empower  them  to  do,  not  incon- 
sistent with  the  terms  of  the  charter.  Now,  let  us  note  the  classes  of  these 
legislators.  Nobody  can  sit  on  the  board  of  dii*(*crors,  or  on  the  advisory 
council  unless  he  is  a  momher  of  an  unlimited  liability  commune.  He  nnist 
become  a  guarantor  ov  th(^  credit  obligations  of  his  community.  Now,  you 
tell  me  that  these  men  will  not  be  conservative?  They  will  conserve  that  credit, 
because  they  are  b^ind  that  credit  These  men  can  be  trusted.  They  can 
be  far  better  trusted  than  Members  of  Congress.  he(  ause  they  will  have 
K>8ponsibilities  restinir  on  them  not  resting  on  Meml>ers  of  (\>ngress.  There 
are  some  Gentlemen  here  who  have  tlie  courage  of  their  c*mvictious,  but  there 
are  ^ome  of  them  here  who  would  give  away  anything  if  they  just  thought  it 
was  popular  Now,  that  is  a  thing  we  must  avoid:  When  they  have  a  disaster 
over  t^re  as  happened  in  France.  \  ou  do  not  find  them  applying  for  alms 
in  the  same  way  they  do  here.  In  France,  in  190G,  they  had  a  frost  that 
killefl  the  whole  grape  crop  of  the  Kheims  champagne  grape  section.  Now.  did 
thev  to  the  Parliament  in  Paris  begging  alms?  No,  sir;  they  went  to  the 
Credit  A^ricole  which  is  similar  to  the  institution  proposed  in  this  biU,  and 
thev  obtained  il.000,000  francs  from  their  communes  at  3i  per  cent  That 
4ttMbled  them  to  take  care  of  those  vines,  an  industry  that  had  been  more  than 
aOOTtnry  developing.  If  thev  had  not  Imd  that  $2,200,(KX)  of  credit  to  use  to 
prone  lliose  vines  and  take  care  of  them,  the  loss  would  have  been  incalculable. 
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Mr.  DVNBAB.  If  this  bUl  were  enacted  into  law,  do  Jjmk  tl^atj^ 
necessity  for  appeals  from  agriculturalists  aad  all  people  eu^^aged  lu  business 

would  be  eliminated?  under  a  svstC^Bi  by 

:Mr.  MiLLiKEN,  It  is  eliminated  tliere,  because  the>  a'^^  "'Sv  (InctioV^ 

wliich  the  farmers  may  organize  and  bailee  themselves  ^^^^^^^^ 
Mr.  Dunbar,  Perhaps  they  should  be  eliminated,  but  I  do  not  beue%e  tnat 

Y<.u  do  not  hud  the  people  tliere  doing  as  tliey  do  here  with  regard  to  sucn 

^Mr'' DUNBAB.  Is  not  that  because  the  governn.ents  over 

more  autocratic  and  that  the  people  have  to  a  greater  or  le^  extent  been 

afraid  of  their  governments?  ^^^4.i„  »«  if«  ffAVPrnment 

Air  AIiixiKEx  Xo  sir;  England  is  far  more  democratic  In  its  government 

tlmn  Uie  An  eS^  Govei^iment  is.  The  British  Parliament  is  more  amen  ah  o 
Public  s^it^^  is  the  American  Congress,  because  at  any  time  t 

mmii^ifiT^^ted  there  is  a  dissolution  of  ParUament,  and  the  members 

^JSSa.%S1:ot^r appropriate  £10,000,000  f6r  ^ 

'^Mr^M I'lSiS!"^  not  know.  Ton  asked  the  question  whether  they  were 
mwe  autoS^  in  their  Governments.  It  is  true  that  in  France,  as  well  as 
SSd^^inrstri^^  more  amenable  to  public  sentiment  than  are  omr 
ownTongressmen  I  believe  more  in  our  own  form  of  Go\ernment.  I  be- 
neve  tl??t  we  have  a  more  conservative  Govermnent  Our  Government  is  more 
^nLvative,  but  when  you  come  to  the  question  of  ^emoc^^ 
the  Governments  of  Prance  and  England  are  fiir  more  so  than  the  Umte^States 

^Mr.  BiTi,  In  the  sense  that  they  do  not  have  the  diecks  and  balances  that 

^yn\\tiLiJKEN.  Yes,  sir;  they  do  not  have  the  sw»e^<*^^^^.  »>alanoe«. 
Therefore  our  Government  is  not  subject  to  the  caprice  to  which  their  Govern- 
ments are.  It  requires  a  longer  time  in  which  to  change  our  Governm^^;  than 
it  does  theirs,  and  this  cooling  times  tends  to  conservatism. 

But  let  me  repeat,  the  reason  the  European  farmers  are  not  constantly  run- 
ning to  their  Governments  begging  alms  every  time  a  disaster  overtakes  mem 
is  not  because  their  Gov^-nments  distrust  them.  On  the  contrary,  those  ooy- 
miments  have  rfiown  the!r  confidence  in  their  farmers  by  creating  free-credit 
institutions  for  them  which  are  commensurate  with  the  needs  and  hazards  of 
agricultural  production.  Tliose  Governments  trust  their  farmers  themselves, 
w^hereas  it  is  our  policy  to  create  a  bureaucracy  to  dole  out  favors  to  our 
farmei-s  This  was  the  policy  of  the  Bonibon  kings  for  more  than  two  cen- 
turies, but  Napoleon,  in  creating  the  Bank  of  Prance,  sowed  the  seeds  for  its 
destruction  and  gave  to  Prance  the  freest  credit  institutions  in  the  world. 

"Verboten"  disgraces  every  page  of  our  statutes  creating  credit  institutions,, 
and  to  cap  the  climax  we  create  bureaus  to  supervise  and  regulate  them.  Is 
there  any  wonder  why  we  should  have  such  a  horde  of  lobbyists  at  every  capi- 
tal? No  institution  can  do  business  under  the  restrictions  imposed  by  our  legis- 
lators, and  in  consequence  those  institutions  must  maintain  lobbyists  for  the 
removal  of  such  restrictions  and  to  deal  with  the  bureaus  created  by  Congress. 

These  bureaus  or  executive  departments  are  constantly  appealing  to  Congress 
for  enlarsred  powers  and  increased  appropriations,  and  when  Congress  denies 
them  their  requests  they  not  infrequently  Inaugurate  a  propaganda  among  their 
constitnents.  And  it  is  the  most  natural  thing  for  the  interested  lobbyist  to 
cooperate  with  the  bureaucrat.  This  policy,  if  persisted  in,  is  bound  to  oveat- 
throw  the  Government  by  destroying  public  confidence  in  its  representatives. 

Congress  displays  the  same  distrust  in  the  bureaucrat  it  does  in  the  people 
by  placing  such  restriction  on  him  he  can  not  function.  If  Congress  gives 
him  plenary  power  and  ample  funds  the  lobbyist  must  continue  to  exist,  for 
without  him  the  people  can  not  obtain  their  rights  from  the  bureaucrats.  The 
proper  solution  is  to  trust  the  people  with  reascm,  for  tliat  would  leave  both 
bureaucrat  and  lobbyist  without  an  occupation. 

Mr,  (Miairnian,  the  enactment  into  law  of  the  McFadden-Keiiyon  rural  credit 
and  multiple  insurance  bill  would  not  only  be  a  boon  to  agricultural  production 
but  would  greatly  sti^^ogthen  our  whole  banking  and  credit  systems.  No  Euro- 
pean country  relies  on  ordinary  bank  deposits  for  agricultural  production  as  is 
tiM  auBe  vrith  ua  The  time  required  for  such  credit  to  rei>roduae  its^  is  tCK^ 
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long  to  employ  ordinary  deposits,  and  where  this  bad  banking  method  is  prac- 
ticed we  find  the  banks  loaded  up  with  frozen  assets  which  make  it  impossible 
for  them  to  finance  the  production  and  distribution  of  commerce,  the  real  mis- 
sion of  the  deposit  banks. 

This  bill  purposes  to  create  two  Federal  corporations  by  two  separate  special 
charters,  namely,  a  rural  credit  society  and  nmltiple  insurance  league.  Mul- 
tiple insurance  means  all  kinds  of  insurance.  The  principle  of  multiple  in- 
surance is  w^  tried  In  Europe,  where  some  companies  have  operated  it  for 
more  than  two  centnries. 

The  rural  cred  t  s<^ciety  will  comprise  1  central  bank.  48  branches.  I  for 
each  State,  and  any  number  of  community  assoriations,  which  are  denoniinated 
communes  :n  tl  e  bill.  The  capital  of  tlie  central  bank  will  be  .S25.i)iH).OO0, 
which  will  be  furnished  by  the  Government,  and  a  sinking  fund  is  created  for 
its  retirement.  *  The  capital  of  the  branches  will  aggregate  $2,400,000,  which 
will  bo  furnished  by  the  big  I  fe  insurance  company  which  acc^ts  the  Federal 
mult  ple-insnranco  cJiartcr.  This  branch  capital  wiil  become  a  guaranty  against 
the  loss  of  the  <r()veinment's  investment.  The  stock  of  the  communes  will 
have  a  par  value  of  .^3,  and  be  paid  for  by  farmer  members.  This  commune 
stock  win  Me  another  guaranty  aga'nst  the  loss  of  the  Government's  investment, 
but  will  also  be  liable  for  the  ddt>ts  of  the  communes  of  the  sev^al  States  in 
which  they  are  situated. 

A  member's  b<»rrovviiig  capacity  will  be  proportioned  to  the  amoinit  of  stock 
he  owns  in  his  ccnninnie.  For  example,  a  member  of  a  commune  of  the  second 
class  may  burrow  ten  times  the  amount  of  his  commune  stock.  In  conununes 
Of  th  s  class  members  are  jointly  and  severally  liable  for  the  obligations  of  the 
commune.  In  other  words,  the  members  are  partners.  There  is  no  such 
liabil  ty  of  members  of  communes  of  the  th\v<}  class,  but  in  that  class  a  member 
can  borrow  but  live  times  the  coniniunc  stock  owned  by  h  m.  The  second,  or 
unlimited  liability  class  conununes,  have  proven  to  be  the  most  popular  class 
in  Eorope.  But  in  order  to  induce  our  farmers  to  adopt  that  class  of  commune 
we  must  provide  a  system  of  sound  and  economic  multiple  insurance  for 
them,  just  as  was  provided  for  the  European  farmers,  for  with  such  insurance 
the  poorest  tenant  in  the  community  can  furni^  as  good  security  as  a  basis 
for  credit  as  the  richest  farmer. 

Before  the  war  the  European  farmer  obtained  credit  for  production  at  firom 
8i  to  4t  per  cent,  such  low  interest  rates  b^ng  due  to  two  facts;  first,  the  se- 
curity furnished  for  such  credit;  and  second,  t>ecanse  he  had  access  to  the 
credit  markets  of  tlic  tinnnc'al  and  industrial  renters  for  his  rural  bills  of  ex- 
change, whereas  the  Ani(-rican  farmer  is  dependent  on  the  deposit  banks  of  the 
community.  The  average  membership  of  the  German  rural  credit  societies  was 
92,  each  jointly  and  severaUy  liable  for  the  obHgatiions  of  the  otlier.  There- 
fore each  piece  of  their  paper  had  an  average  of  92  indorsers,  not  cons'dering 
the  mult'ple  insurance.  It  would  be  unreasonable  to  expect  a  wealthy 
American  farmer  to  enter  an  unlimited  liability  commune  with  a  tenant  farmei 
unless  we  provide  a  j^ystem  of  sound  and  economic  multiple  insurance  for  the 
farm  credit  system. 

Seven  fiirmers  may  organisse  a  commune,  the  members  of  wh'ch  would  elect 
officers  yearly,  the  officers  meeting  bimonthly  to  pass  on  applications  for  loans 
to  members.  '  If  the  application  for  a  loan  be  apin-oved  tlie  borrowei-  <lra\vs  a 
rural  bill  of  exchange.  wh:ch  would  be  mailed  to  the  State  branch,  and  if 
appro\  ed  by  the  brancli  a  check  would  be  sent  to  the  borrower.  This  system 
of  banking  with  bills  is  the  oldest  system  of  banking,  antedating  the  deposit  and 
note  i«5ue  systems  by  20  centuries  of  which  we  have  authentic  history.  Deposit 
banking  is  the  most  expulsive  credit  system  extant,  it  requiring  expensive 
buHdings  and  tixtures  to  display  wealth,  besides  numerous  officers,  tellers,  and 
clerks  whereas  a  rural  bill  of  exchange  drawn  on  a  milk  stool  in  a  cow  bam 
is  just  as  good  as  if  drawn  on  a  mahogany  desk  in  a  marble  bank  bnilding,  as 
tile  investor  in  such  paper  looks  fo  the  system  rather  than  to  the  individuid 
maker  The  total  expense  of  managing  the  rural  credit  societies  of  Germany 
in  1912  was  $152  per  connnune.  compared  to  $44J00,  the  yearly  expense  of 
manag  ng  tlie  average  nat  onal  bank  in  this  country. 

It  is  also  the  purpose  of  the  McFadden-Kenyon  bill  to  induce  one  of  the  best 
mutual  insurance  companies  in  each  particular  line  of  insurance  to  accept  the 
Dronosed  Federal  multiple  insurance  charter  and  do  its  particular  line  of  insur- 
ance business  thereunder  instead  of  its  State  clvarter.  The  farmers  in  many 
States  are  paying  ^00  per  cent  more  for  fire  insurance  than  the  farmers  in 
Other  States  who  have  their  local  mutuals.   A  similar  disparity  in  rates  on 
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cattle  insurance  exists,  though  to  a  lesser  degree  than  exists  in  ^"j^^ 
rates.   What  is  being  done  in  one  State  may  be  done  in  aU  tlie  States  unaer 

siuiihir  coiKlition^i.  ^        ^.  ^-iia 

But  coiHlitions  must  he  e(iu:.l  t<.  hopv  for  like  results,   borne  ™f 
highest  insurance  rates  prevail  Lave  tlie  most  obnoxious  ™"J^^^^^/7;7^^ 
such  as  the  "  valued  policy  law,"  which  enables  a  man  to  realize  '^^i^J^ 
building  worth  but  $20D.  The  true  purpose  of  insurance  is  to  indenuufj  the  un- 
fwtunate  against  a  loss  and  not  to  enable  him  xo  protit  by  the 
pennit  one  to  profit  by  a  lire  enci)ura?es  incendiarism.    Sucli  i*}>»i*^^i;>iis 
would  not  interfere  with  the  multiple  insurance  league,  because  it  wouW  oDtom 
its  charter  from  Congress,  and  therefore  would  owe  allegiance  to  but  one  oov- 
eniment  just  like  the  Federal  reserve  and  farm  loan  systems. 

In  order  to  reduce  the  cost  of  this  insurance  we  must  redure  the  e^nse  or 
manajiement.  That  is  souirht  under  the  IMcFadden-Kenyon  bill  by  pro- 
vision for  common  agents  of  the  two  corporations.  The  secretaries  of  the  com- 
munes  of  the  creilit  society  can  act  as  the  local  agents  of  the  l^^^^^  ^^^^^1 
and  the  auditors  of  the  credit  society  can  become  the  general  ag^ts  of  the 
Insurance  league.  It  has  been  said,  and  said  truthfully— 

"that  the  averasre  premiums  under  the  plan  would  be  less  than  ;t.o,  while  many 
premiums  would  l>e  less  than  $1.  and  if  the  credit  society  has  to  send  10,  2U,  or 
30  miles  for  an  insurance  agent  to  take  that  application  for  insurance,  tiie  trav- 
eling expense  of  the  agent  would  exceed  the  net  cost  of  the  insurance  in  many 
cases.  Under  the  proposed  arrangement  tlie  applicant  and  insurance  agent 
would  be  together  at  the  time  the  credit  is  granted,  thus  elimmatmg  all  travel- 

Rv^rumfnating  the  expense  of  the  soliciting  and  general  agents  we  wo^d 
reduce  the  cost  of  such  insurance  by  50  per  cent  in  most  cases.  It  will  be  the 
poor  farmer  who  wiU  be  required  by  the  credit  society  to  cnn^  insurance  as  a 
basis  for  credit,  for  the  wealthv  who  have  accumulated  wealth  to  pledge  tor 
credit  will  not  be  required  to  furnish  insurance.  It  therefore  behooves  us  to 
reduce  the  cost  of  such  insurance  to  a  minimum.  It  is  the  purpose  of  IMS 
biU  to  conserve  every  sound,  economic,  and  efficient  insurance  company  in  tiie 
country  By  acting  as  the  reinsurance  agent  for  the  sc^und  county  niutuals.  the 
proposed  isurance  league  would  greatly  extend  the  usefulness  o^  ^-^^J^/^^r. 

Our  farmers  in  manv  States  have  sound  tire  insurance  through  their  county 
mutuals  their  risks  beincr  so  widely  scattered  as  to  prevent  u  conflagration  loSB 
such  as  occasionally  happens  in  the  cities.  The  Baltimore  and  San  Francisco 
fires  wiped  out  all  their  local  fire  insurance  companies,  their  unfortunate 
premium  payers  losing  everything.  The  city  man  has  no  protection  jiuamst  a 
conflagration  loss  when  he  insures  in  a  local  fire  insurance  company-  which 
limits  its  bus  ness  to  that  one  city. 

In  the  matter  of  crop  or  even  frost  insurance  the  farmer  is  in  the  same 
position  as  Is  the  city  dweller  respecting  fire  insurance.  Sound  crop  and  fwwt 
insurance  requh^es  an  area  of  operation  much  larger  than  any  one  State. 

Therefore,  if  the  farmers  of  <me  State  procure  a  charter  from  their  State  to 
do  a  safe  crop  or  frost  insurance  business  they  would  be  forced  to  leave  their 
own  State  in  order  to  furnish  safe  protection.  But  the  moment  they  enter 
such  other  State  their  company  becomes  a  ford^  company,  just  as  foreign  as 
any  British  or  German  company  doing  business  for  profit  is,  and  must  com- 
ply with  the  same  laws  as  are  imposed  on  them,  even  thoi  trh  the  proposed 
company  enters  such  other  State,  not  for  profit,  but  to  afford  themselves  and 
the  farnuMs  of  such  other  States  absolute  security  in  the  production  of  agri- 
culture for  the  whole  Nation. 

Oongress  can  relieve  this  situation  by  granting  the  Federal  charter  of  the 
McFaddien-Kenyon  bill  for  the  multiple  insurance  league  Then  it  would  be 
just  as  much  at  home  in  one  State  as  in  another,  Just  like  a  national  bank, 
Which  receivf^s  its  charter  from  Congress,  the  only  body  authorized  to  legislate 
for  it.  If  Congress  can  grant  charters  to  national  banks  solely  to  make  money, 
it  can  certainly  grant  sudh  a  charter  as  that  proposed  in  the  McFadden-K«iyoii 
biU  to  aid  agricultural  production. 

Now  just  a  word  or  two  on  tile  subject  of  multiple  insurance.  We  must  have 
a  general  nuiltiple  insurance  company  for  that.  The  company  which  accepts 
this  charter,  of  course,  would  be  amenable  only  to  Congress,  just  exactly  like 
the  national  bank  system,  Federal  reserve  system,  and  farm  loan  system;  that 
is,  it  is  chartered  and  created  by  Ckmgress.  Now,  that  company  would  not  be 
reQuired  to  pay  tlie  2  per  cent  tax  that  is  Imposed  on  immiums  by  the  States; 
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but  this  bill  provides  that  one-half  of  that  tax  shall  go  into  the  sinking  fund, 
and  eventdally  into  the  general  old-age-pensicm  fund* 

The  whole  history  of  mutual  insurance  in  this  country,  as  was  stated  to  me 
a  few  months  ago  by  Mr.  McDonald,  the  insurance  commissioner  of  Pennsyl- 
vania, is  to  never  let  a  mutual  insurance  company  accumulate  a  surjilus  Theie- 
fore  they  can  not  take  a  risk.  They  can  not  take  the  risk  that  stock  companies 
^ke.  Now,  I  believe  that  by  putting  this  saving  into  the  general  old-a^  p»sion 
fund  we  will  accumulate  a  fund  that  will  always  protect  the  multiple  insur- 
ance league,  and  that  will  ^^ive  us  a  irreat  multiple  insurance  leafrue.  Sup- 
pose, now,  that  the  largest  of  these  companies  siiouhl  accept  th=s  charter  That 
would  mean  that  in  10  years  this  fund  would  amount  to  about  $30,000,000. 
Now.  if  they  will  put  that  sum  of  money  out  at  compound  interest  for  50  years, 
the  time  m  whifh  this  old-age  pension  fund  would  become  available,  we  would 
have  accumulated  here  a  fund  of  $200,000,000  from  the  savin-s  that  we  would 
have  effected  under  tliis  bill.  That  would  be  60  years  from  now,  and  thai  would 
give  us  a  great  multiple  insurance  company.  Now,  one-fourth  of  the  whole  of 
the  old-age  pension  fund  would  be  available  to  cure  any  impairment  in  this 
insurance  league.  If  we  met  with  a  disaster  we  could  distribute  the  loss  over 
a  number  of  years.  If  there  were  a  ijreat  disaster  you  could  not  meet  it  all  in 
one  year,  but  must  distribute  the  loss  ovei'  a  period  of  years,  sav  10  or  ir»  years. 
For  instance,  take  the  San  Francisco  conliagration— a  loss  will  be  distributed 
over  a  period  of  from  15  to  25  years.  Otherwise  you  would  make  insurance  so 
high  that  no  one  could  buy  it. 

Now,  wo  can  never  do  that  with  mutual  companies*  because  there  is  an  in- 
sistent demand  on  the  part  of  the  insurance  commissions  of  the  States  that 
will  force  those  companies  to  distrilnite  their  accumulated  surplus  or  piofits. 
As  an  illustration,  I  will  maition  one  company:  The  Southern  Mutual  Co.. 
of  Athens,  Ga..  which  was  organized  in  1848,  and  if  that  company  has  saved 
the  people  of  Georgia  1  cent  it  has  saved  them  $25,000,000.  I  asked  the  in- 
surance commissioner  of  the  District  of  Columbia,  Hon.  Charles  F.  Nesbit.  wh*> 
was  also  commissioner  of  the  War  Risk  Insurance  Bureau,  some  six  or  seven 
years  ago  for  the  facts  in  regard  to  this  company,  and  he  obtained^  a  re]»ort 
from  that  company  which  shows  that  for  45  consecutive  years  that  company 
paid  an  averaj^e  annual  dividend  to  its  policyholders  of  62J  per  cent  of  the- 
premiums  received.  Now,  a  few  years  ago  it  had  accumulated  a  surplus  of 
about  $2,000,000.  but  here  came  an  insistent  demand  on  the  i)art  of  the  policy- 
holders for  a  distribution  of  that  surplus.  They  went  into  the  courts,  and 
the  Supreme  Ck>urt  made  them  distribute  $1,000,000  of  that  surplus.  Within 
the  last  10  yeai-s  they  have  had  two  bad  conflagrations  there,  one  in  Atlanta 
and  one  in  Augusta,  whidi  impaired  its  surplus.  It  has  not  destroyed  the  com- 
pany, but  it  has  impaired  its  usefulness.  I  am  Rivinjr  you  that  as  an  ilius- 
tration.  That  is  only  one  case  out  of  many  of  mutual  insurance  companies. 
Now,  by  putting  this  money  into  this  old-age  pension  fund,  to  be  distributed  lo 
the  policyholders  of  the  life  department,  it  will  always  be  available  to  cure 
the  impairment  of  the  reserve  of  any  one  of  the  departments. 

Now,  .gentlemen,  in  April  of  this  year — I  think  about  the  12th  oi'  April — the 
American  Farm  Bureau  Federation's  executive  committee  assembled  here  for 
the  di^ussion  and  consideration  of  many  questions.  I  attended  their  first 
open  meeting.  They  had  the  governor  of  tlie  Federal  Beserve  Board  tJie  first 
day.  I  procured  from  their  finance  committee  for  Dr.  Spillman  and  myself 
a  ri.2:ht  to  be  heard  on  this  bill.  We  went  before  that  finance  committee,  and 
it  was  composed  of  some  great  big  men.  Dr.  W.  H.  Walker,  of  California, 
was  the  chairman;  Mr.  O.  E.  Bradfute,  of  Xenia,  Ohio,  one  of  the  members; 
and  Mr.  George  A.  Mansfield,  of  Oregon,  was  anoUier  member. 

The  president  of  the  association  sent  Mr.  E.  H.  Cunningham,  of  Iowa,  to 
sit  in  and  listen  durin?:  the  mnrse  of  the  discussion.  They  discuss*^!  the 
question  of  cattle  insurance  and  multiple  insurance  principally,  'Mr.  Rradfute 
said  that  he  was  paying  8  per  cent  for  cattle  insurance.  I  showed  him  then 
that  through  this  organization  he  could  easily  reduce  that  cost  by  one-half  by 
eliminating  the  expenses  of  general  and  special  agents.  Of  course,  if  you 
have  to  depend  on  sending  10,  20,  or  30  miles  to  get  an  agent  to  taJte  ttoe 
application  for  a  $1  premium,  the  traveling  expense  of  the  agent  would 
exceed  the  net  cost  of  the  insurance. 

While  Mr.  Bradfute  and  I  were  discussing  that  Mr.  Cunningham  spoke  up 
and  said,  "  Why,  I  only  pay  2}  per  cmt  for  my  cattle  insurance."   I  ssM, 

Gentlemen,  you  have  absolutely  proven  the  necessity  for  this  measure. 
Why  aboQld  Mr.  Bradfute,  ia  Ohio,  pay  220  per  oeaat  more  for  cattle  iasazaaee 
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than  you  pay  in  Iowa?  "  I  was  talking  to  Prof-  Myers,  of  tlie  agricultural  col- 
lie at  Cornell  this  spring,  and  he  was  paying  8  per  cent  for  cattle  insurance. 
He  ?Iso  t(^ld  nie  that  he  could  not  obtain  enoujrh  insurance  in  his  cooperative 
lire  insurance  company  to  cover  the  niort;j:age  on  his  farm  and  had  to  obtain 
the  balance  through  the  stock  companies.  We  discussed  all  this  that  day 
for  several  hoars  with  the  farm  bureau  committee,  whq  went  over  it  thor- 
oughly, iind  two  days  later,  on  the  21st  of  April,  I  was  at  the  Harrington 
Hotel,  where  the  meetings  of  the  executive  committee  were  held,  and  I  stepped 
in  to  see  what  was  ijoing  on.  and  as  they  were  discusshig  some  other  subject — 
I  think  railroads — I  went  out,  and  as  I  was  going  out  of  the  door  some  one 
beckoned  to  me  that  Mr.  Howard,  who  was  in  the  chair,  was  beckoning  for 
me  to  come  to  him.  I  went  up  there  and  he  said,  "Well,  I  have  some  bad 
news  for  you."  He  said.  "We  have  indorsed  the  McFadden-Kenyon  bilL" 
I  replitHl.  "I  think  you  have  done  t^ood  work."  That  daj  I  preypared  tbbS 
article,  which  appeared  in  the  Wasliiugton  Herald  of  April  25 : 

"  WASM.  nsmuLXXovf  bxjuait  xndobses  BTnur.  cREorr  srtL — ^m'fadden-kenton  uvlt 

nPLE  IKBTTBAIirCE  TL^tt  ALSO  FAVOBBD. 

"  The  executive  committee  of  the  American  Farm  Bureau  Federation,  which 
has  been  in  session  here  for  two  weeks,  has  indorsed  the  principles  of  the 
McFadden-Kenyon  rural  credits  and  maltiple  insurance  bill  for  agricultural 
production,  it  was  announced  yesterday. 

"At  hearings  before  the  federation's  finance  committee  it  was  shown  that  the 
cattle-insurance  rates  in  some  States  were  220  per  cent  in  t  xcess  of  tho.se  in 
another  State,  and  that  fire-insurance  rates  paid  by  the  farmers  in  some  States 
were  300  per  c^t  greater  than  in  other  States,  a  statement  of  the  federation 
declared." 

Mr.  Dunbar.  If  a  State  receives  its  insurance  for  one-third  of  another  State, 
why  would  not  those  insurance  rates  in  the  first  State  be  avaUable  in  the  other 
State? 

Mr.  Mnjjmcrr,  That  would  be  so  if  the  conditions  were  the  same ;  but  in  sonie 
of  those  States  they  have  prohibitive  laws  against  those  mutual  companies 
going  into  another  State.  Most  of  those  cooperative  fire  insurance  companies- 
are  purely  county  affairs  and  do  not  operate  beyond  the  county;  they  do  not 
need  any  Federal  charter,  because  they  are  operating  locallv.  Farmers  can  ,o\)- 
taln  a  fairly  uniform  fire-loss  ratio  in  a  county  by  having' a  small  amount  on 
each  risk  and-  distributing  it  aU  over  the  county,  because  the  confiagration 
hazard  never  enters  into  those  county  mutuals  like  it  does  in  a  city-  but  if 
you  take  it  on  the  crops— frost  and  things  like  that— a  conflagration  would 
wipe  them  out,  and  you  would  have  no  safe  insurance  for  the  farmers,  because 
ti^  woold  be  in  tiie  same  position  as  City  men  are  on  fire  insurance  '  As  vou 
know,  when  it  comes  to  city  local  fire  insurance  companies,  a  conflagration 
always  wiDes  them  out.  That  was  true  in  the  San  Francisco  and  Baltimore 
fires;  all  local  nmtuals  were  wiped  out.  [Reading:] 

"The  McFadden-Kenyon  bill  jtrovides  for  the  rreati<^n  of  a  Federal  multiple 
in9arance  charter  authorizing  the  issuance  of  insurance  against  anv  and 
every  contingency,  a  privil^e  many  foreign  insurance  companies  enjoy  '  It  is 
the  purpose  to  induce  one  of  the  mutual  life  insurance  companies  to  accept  such 
a  charter,  so  as  to  enable  the  company  to  write  every  dafl»  of  insurance  desired 
by. the  farmer. 

"  Sponsors  of  the  bill  claim  that  if  the  rural  credit  societv  and  nndtipie  insur- 
ance  comj^ny 'Imd  common  agents,  that  the  cost  of  insurance  would  be  ma- 
t^laUy  reduced  to  i^trmers.  «     u  ma 
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"The  measure  has  the  strong  indorsement  of  such  men  as  Andrew  INr  Soule 
president  of  the  State  College  of  Agriculture,  University  of  Georgia,  who  served 
on  the  Food  Administration  during  the  war;  WiUiam  Frear,  vice  director  and 
chemisr  of  Pennsylvania  State  College;  and  W.  I.  Myers,  professor  of  agricul- 
tural econonncs  and  f  n  in  management  of  the  New  York  State  Collie  of  Affri- 
culture  at  Cornell  University.  ,  ^ 

"Friends  of  the  bill  contend  that  the  average  premiums  on  the  insuiance 
under  tlie  plan  advocated  would  be  less  than  $5,  while  many  premiums  would 
be  less  than  ?1.  and  if  the  credit  society  has  to  send  10,  20,  or  30  miles  for  an 
insurance  agent  to  taJce  that  appUcation  for  insotftnce,  the  travdlng  expense 
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of  the  agent  would  exceed  the  net  cost  of  the  insurance  in  many  instances. 
Under  the  proposed  arrangement,  they  claim,  the  applicant  and  insurance  agent 
would  be  together  at  the  time  the  credit  is  granted,  thus  eliminating  all  trav- 
ellng  exposes. 

''oomnuker  suBonAjr  ststek. 

"  It  is  also  claimed,"  according;  to  a  statement  from  tlie  federation.  "  that 
the  reason  the  European  farmer  obtained  credit  for  agricultural  production 
at  from  3}  to  4}  per  cent  before  the  war  was  that  he  offered  better  security 
tiiroogh  his  cheap  and  sound  multiple  insurance  than  the  average  American 
fiwfmer.  That  is,  the  European  fanner  did  not  rislc  all  his  eggs  in  one  basket, 
but  by  insuring  against  unforeseen  contingencies  he  was  not  down  and  ont  one 
year  and  living  in  clover  the  next,  as  is  too  frequently  tlie  case  with  the 
American  farmer.  Another  reason  why  such  low  interest  rates  prevailed  there 
was  that  their  farmers  had  aceess  to  the  credit  markets  of  the  industrtal  cen- 
ters, while  our  farmers  operating  only  on  the  deport  baafcing  plan  have  tbieir 
market  limited  to  their  respective  communities. 

"  It  is  further  contended,  '  says  the  statement.  that  the  proposed  credit- 
insurance  system  would  do  more  to  strengthen  our  present  banking  system  than 
the  Fed^tU  reserve  system.  In  proof  of  this  contention  it  is  claimed  that  tb^atm 
has  never  been  a  failure  of  a  sintfe  rural  credit  society  in  France  simply  be- 
cause of  the  security  offered  for  credit  and  the  further  fact  that  their  ^tmen 
had  access  to  the  credit  markets  of  the  industrial  centers  of  France." 

Quite  wide  publicity  was  given  to  that  by  a  number  of  the  papers.  It 
ig;)peared  in  the  Herald  on  April  25,  and  some  time  last  month  the  dtetingoisbeA 
chairman  of  this  committee b^ran  sa  investigation  of  the  American  Farm  Bureau 
Federation  officials.  As  you  gentlemen  know,  there  is  a  fight  on  up  there  in 
Pennsylvania.  The  American  Farm  Bureau  Federation  wants  to  enter  the 
State  and  organize  the  State  of  Pennsylvania,  but  the  grange  is  fighting  tliem. 
You  are  all  familiar  with  that  fight,  because  it  has  gone  on  in  your  hearings. 
Mr.-  Howard  was  on  the  stand  here  the  other  day,  and  was  pretty  carefully 
and  closely  interrogated  by  Mr.  McFadden,  and  when  Mr.  !McFadden  rein- 
troduced his  bill  the  American  Farm  Bureau  Federation  issued  this  state- 
ment, w  hich  went  out  to  the  press : 

TASWrnS  OBJECT  TO  M^FAIlDBer  SURAL  CEKUrr  BXLU 

Washingtox,  D.  C,  July  25. 

"The  rural  cretllt  and  multiple  insurance  bill  recently  reintroduced  by  L.  T. 
McFadden,  chairman  of  the  House  Banking  and  Currency  Committee,  seeks 
to  use  as  its  vehicle  one  of  the  big  life  insurance  companies,  and  if  successful 
.  lilis  company,  operating  under  tliis  act,  would  be  such  advantage  over 

dtiier  companies  as  to  create  a  monopoly  "  stated  J.  R.  Howard,  president  of 
the  American  Farm  Bureau  Federation,  to-day  in  commenting  upon  the  bill. 
"There  is  also  great  danger  in  the  contemplated  national  charter  for  this 
insurance  company. 

**The  f&rmers  of  the  United  States  would  not  acc^t  snch  measure  wAess 
it  was  so  specifically  drawn  as  to  make  fullest  use  of  llie  present  existing  farm 
mutual  and  cooperative  local  companies.  These  have  proved  their  worth  for 
many  years,  and  have  provided  the  farmers  with  tlie  best  and  cheapest  in- 
surance in  the  world.  Even  a  suggestion  of  any  company  which  might  absorb 
or  displace  the  local  mutual  will  be  strenuously  opposed.  Moreover,  tiie 
fmners  will  insist  upon  whatever  bill  thegr  indorse  being  writta:i  in  direct 
United  States  terminology  rather  than  European  iduraseology  used  in  tbe 
McFadden  bill. 

"Much  has  been  said  of  late  regarding  farm  credit  loans  based  upon 
insurance  features  and  at  a  conference  of  the  American  Farm  Bureau  Federa- 
tion held  in  Washington  in  April,  carefol  conslderatimL  was  givaoi  to  the 
question  of  insurance  farm  credit  and  the  principle  wbb  indorsed*  but  BOt 
Uie  McFadden  bilL" 

The  McFadden-Kenyon  bill  was  the  only  bill  before  'the  farm  bureau  com- 
mittee and  the  only  bill  that  was  considered  by  them.  I  think  that  statemant 
was  issaed  by  Mr.  Silver.  Mr.  Silver  teatifies  as  an  expert  on  every  question 
that  arises  in  Congress— shipping,  railroading,  the  most  intricate  problems 
of  finance*  civil  engineering,  the  tariff,  and  everything  else  you  can 
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imagine  he  talks  about  He  has  issued  a  book  cm  finance.  There  is  not  a 
particle  of  difference  betwera  his  principles  and  those  of  Gen.  Jacob  Coxey, 

neither  distinguishes  between  credit  and  capital.  Of  conrsc.  :Mr.  Silver  bas 
the  advantasre  over  Gen.  Coxey  in  that  (^en.  Coxey  had  to  get  off  the  grass  m 
the  Sixty-tliird  Contrress.  and  Mr.  Silver  is  iu  the  saddle  and  riding  pretty 
swiftly  in  the  Sixty-seventli. 

Hie  CHAmcAN.  Have  you  reached  the  end  of  your  statement? 

Mr.  MnxzKEN.  Yes, 

The  CiTATRMAN.  As  yet  I  have  not  quite  visualized  this  proposition.  Take  a 
farmer  in  Ivansas  who  wants  credit.  What  is  tlie  modus  operandi  and  what  are 
the  steps  up  to  the  home  office? 

Mr.  MnxEKKN.  Bach  State  must  have  a  branch  and  the  capital  of  that 
braiK  li  is  put  up  by  the  insurance  company, 
•  Mr.  DxJNBAR.  Not  the  credit. 

Mr.  MiLLiKEN.  No,  sir;  the  capital;  the  capital  of  the  branch  must  be  in- 
vested by  the  insurance  company.  You  must  have  20  communes  organized  or 
flnbacriptions  for  20  communes  in  a  State  before  yon  can  operate.  Suppose  we 
iOnstrate  it  right  out  in  Maryland.  Suppose  that  seven  farmersr--and  you  must 
have  seven  farmers  to  organize  a  commune  or  local  association — organize  in 
Montgomery  County,  Md.  They  meet  once  every  two  weeks  to  pass  on  the 
applications  of  tlie  members  for  credit.  Suppose  that  a  farmer  wants  to  buy  a 
$100  cow;  he  goes  to  his  association  and  draws  a  bill  of  exchange.  If  it  te  a 
dairy  cow  he  wonld  draw  twmty  $6  bills  payable  every  month  fbr  20  mmitbs. 
Now,  those  bills  would  go  to  the  branch  in  Baltimore.  The  officers  of  the  com- 
munes would  meet  every  other  week.  Say  they  met  on  last  Saturday.  Now, 
on  Monday  morning  the  manager  of  that  branch  would  know  just  the  credit 
requirements  for  the  whole  State  of  Maryland;  he  would  wire  to  the  central 
bank  located  in  New  York  Gity  that  file  credit  requirraients  for  tlie  Maryland 
ocnmnunes  are  $100,000,  we  will  say;  the  manager  of  the  Baltimore  branch 
would  be  notified  by  the  central  bank  as  to  the  discount  rate  prevailing  at  that 
time.  Then  the  Baltimore  branch  would  draw  a  short-time  bill — 5,  10,  or  20 
days — on  the  central  bank,  and  it  would  be  deposited  in  one  of  the  commercial 
banks  of  Baltimore  This  system  has  to  operate  with  the  great  commerdal 
banks;  it  would  have  its  depositary  or  depositaries  in  Baltimore  The  central 
bank  would  be  in  touch  with  the  money  market,  would  know  what  the  demand 
was  for  tiiis  paper  and  approximately  how  long  it  would  take  to  sell  that 
$100,000  of  Maryland  paper. 

The  Baltimore  branch  of  the  credit  society  must  create  a  credit  in  one  of  its 
depositariee  or  such  d^KWdtary  as  the  cratral  btaik  designates  for  $100,000 
in  order  to  meet  the  present  demands  of  Maryland  farmers.  Therefore  the 
Baltimore  branch  would  draw  a  bill  on  the  central  bank  for  $100,000,  payable 
in  5,  10,  20,  or  30  days,  which  it  would  likely  deposit  in  one  or  more  of  the 
best  commercial  banks  of  Baltimore.  So  the  Baltimore  bj  ancli  would  proceed 
to  draw  diecks  on  that  $100,000  d^[»osit  it  had  created  hy  Its  bill  on  tbe 
central  bank,  and  one  of  those  checks  would  be  mailed  to  the  Mcmtgomery 
CJounty  farmer  to  pay  for  that  cow. 

These  short  time — 5,  10,  20.  and  90  daysr— bills  would  be  carried  by  the  com- 
mercial banks,  as  they  would  be  used  by  the  credit  society  in  creating  check- 
ing accounts  witii  the  commercial  banks.  But  the  longer  time  bills,  those 
ronning  from  six  and  nine  months  to  two  and  three  years,  would  go  on  the 
opan  market  and  be  disposed  of  to  the  wage  earners  of  our  financial  and  in- 
dustrial centers,  to  the  insurance  companies,  and  investors  generally.  Suppose 
thecoitral  bank  had  requests  for  $1,000,000  of  this  paper,  then  it  would  wire  the 
Baltimore  branch  to  draw  a  bill  at  five  days'  sight  for  the  $100,000,  because 
as  soon  as  tbe  Baltimore  branch  sends  that  paper  to  the  central  bank  it  would 
be  disposed  of  and  the  proceeds  placed  to  the  credit  of  the  Baltimore  commer- 
cial banks  which  had  loaned  that  sum  to  meet  the  credit  requirements  of  the 
Maryland  communes  the  week  before. 

Now  let  us  see  who  will  be  behind  that  paper.  In  the  first  place,  you  will 
have  the  farmer  member  who  draws  this  bill  of  esctiange  on  the  Montgomery 
County  commune.  He  is  primarily  liable  for  it.  He  gives  a  mortgage  on  that 
cow,  and  if  he  has  any  other  security  he  will  give  that.  He  is  required,  of 
course,  to  insure  that  cow  if  he  has  no  other  security.  No  innocent  purchaser 
eMld  acquire  title  to  that  cow.  The  only  danger  would  be  if  they  were 
paying  too  much  for  the  cow,  or  if  the  cow  should  die,  and  he  can  insure 
against  those  contingencies.  Now,  there  will  be  not  less  Hian  seven  guar- 
antors of  that  obligaticm.  In  addition  to  the  personal  security  and  the  indorso- 
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ment  that  niay  l>e  required.  Tlien,  in  addition  to  that,  you  have  the  stock  of 
All  the  communes  m  the  State  of  Maryland  liable  to  meet  that  obli^ration. 
The  members  are  only  liable  for  the  obligat.ons  of  their  several  counauiies, 
but  the  commune  st(K*k 's  liable  for  the  communes  of  the  whole  State.  Then,  In 
addition  to  that,  you  have  the  stock  of  the  Maryland  branch  put  up  by  the  in- 
surance company,  which  ;s  liable  for  that  ohlijration;  and,  in  a'ld  tion  to  that, 
you  have  the  $25,000,000  f urn  shed  by  the  Government.  You  would  have  a  ^ilt 
edged  piece  of  paper. 

Mr.  BiACK.  Suppose  a  farmer  through  his  commune  applies  for  a  $100  loan 
to  buy  a  daii'y  cow :  he  executes  his  note,  files  his  mortgage,  and  takes  out  an 
insurance  policy.  He  goes  with  that  paper  as  security  for  the  note  to  the  re- 
discount market.  Now,  is  it  proposed  by  this  bill  to  sell  that  particular  note 
to  an  individual  buyer,  or  is  it  the  purpose  to  do  as  we  do  under  the  farm 
loan  system  and  use  that  security  as  the  basis  for  a  bond  issue  and  let  the 
buyer  buy  a  bond  of  $100? 

Mr.  ^IiLLiKE>r.  It  would  be  both  in  many  instances.  In  many  instances  tll^ 
would  use  the  note.    In  others,  where  the  amounts  were  small 

Mr.  Black  (interposing).  That  is  what  I  had  in  mind. 

Mr.  MiLUKKN.  In  other  instances,  where  the  amounts  were  small  and  you 
did  not  want  to  be  bothered  with  it,  yon  would  issue  debentures  against  it,  or 
short-time  notes. 

I  want  to  show  you  another  safeguard.  The  auditor  of  the  credit  society  is 
elected  by  tiie  insurance  company,  and  he  will  always  hold  (»ne  of  the  keys  to 
the  security  vault.  The  credit  society  would  have  to  have  an  auditor  in  the 
Baltimore  branch,  for  instance,  and  tbe  auditor  would  hold  one  of  the  keys  to 
the  security  vault.  The  people  in  tiie  industrial  centers  of  the  country  have 
great  confidence  in  the  big  life  insurance  companies,  and  the  wage  earners 
patronize  them  as  they  <lo  in  no  other  country.  That  is  one  of  the  safeguards 
we  have.  ^lany  of  the  wage  earners  do  not  have  safety  deposit  boxes,  and  we 
must  take  care  of  their  papers  for  them.  We  must  have  safety  deposit  vaults 
for  that  purpose*  Of  course,  we  need  not  have  a  separate  box  for  each  one^ 
but  when  we  have  an  official  of  the  insurance  company  holding  one  of  the  keys 
to  the  vault  that  will  be  a  safe^^uard,  and  that  man  will  leave  his  security  in 
the  safety  depos  t  vault  and  take  a  receipt  for  it.  Then,  if  he  loses  the  receipt 
he  can  get  the  security.  These  branches  must  support  the  market  for  this 
paper  at  any  time  the  owner  wants  money  on  it,  and  it  must  be  coptrolled  by 
these  safeguards.  They  will  use  it  and  support  tim  market 

Mr.  Black,  So  that  instead  of  carrying  that  note  around  in  his  podcet  and 
getting:  it  soiled  and  worn  out,  he  would  leave  it  in  the  vault? 

Mr.  MiLLiKEN.  Yes,  sir;  and  take  a  receipt  for  it.  He  is  sending  money  to 
the  farmers'  branch,  but  the  farmers'  branch  would  not  carry  deposits,  but  it 
would  control  the  deposits  through  its  depositaries.  Now,  the  branches  of 
the  credit  society  would  not  be  in  the  business  center  where  real  estate  is 
high,  but  they  could  he  located  in  lofts,  because  this  is  a  business  that  would  be 
done  by  correspondence.  The  credit  society  would  have  branches  in  the 
financial  centers,  because  it  must  have  access  to  the  great  commercial  banks  of 
the  cities,  but  the  credit  society  may  have  its  office  where  veal  e^te  is  cheap* 
and  where  it  can  have  safety  deposit  vaults  for  this  paper. 

The  Ch.mrman.  Is  it  necessary  under  your  scheme  to  have  this  company 
write  all  kinds  of  insurance? 

Mr.  Min-iKEix.  We  must  give  it  that  authority  just  as  the  British  company 
wjoys  It.  The  farmers  must  have  multiple  insurance.  They  must  have  crop 
insurance,  for  instance.  • 

The  Chairmax.  I'or  safety? 

Mr.  MiLLiKKN.  I^or  its  safety,  absolutely.  Suppose  here  is  a  tenant  farmer, 
and  he  rents  a  farm  of  30  acres,  with  2  acres  of  it  in  orchard.  Now,  he  has 
no  assurance  of  a  crop  of  fruit,  and  he  is  paying  a  monc^  rent  He  should 
by  all  means  carry  enough  crop  insurance  on  that  orchard  to  pay  the  rental 
and  spraying  charges,  $20  or  $25  per  acre,  say.  He  should  carry  $20  or  $30  per 
acre  on  it.  If  he  has  no  accumuhited  capital,  he  would  be  a  mere  ^rambler, 
if  he  carried  that  risk  himself.    You  must  have  live-stock  insurance  also. 

Defourmeutelle,  the  celebrated  French  rural  credit  expert,  says  that  multiple 
insurance,  and  particularly  cattle  insurance,  has  made  fbr  cooperative  eredit, 
and  that  it  was  the  foundation  of  it.  We  are  just  getting  to  it.  As  stated  in 
the  New  York  Times,  that  is  as  old  as  the  hills  ip  Europe.  They  do  not  take  tlie 
risks  that  we  do  here. 

Mr.  DuNBAK  Does  the  New  York  Times  favor  your  bill?  ' 
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:\lr.  MiLi.TKKN.  T  do  not  know.  They  <*arned  ^oiw  news  artide?^  on  it,  but 
1  .lo  i.ot  know  it*  they  favor  it  editorially.  I  Imve  never  eoiisulled  any  of  its 
editorial  staff. 

STATEMENT  OF  KB.        J.  SPIUiKAN,  WASHXHGTON^  P.  C. 

Mr.  Di'MJAii.  Whom  do  vou  represent?  -         .  ^ 

Mr.  SP1LI.MA^.  Mr.  Chairman,  there  are  about  6^,000  farmers  in  the  United 
States  to-day,  and  half  of  those  farmers  belong  to  the  large  farmers'  organiza- 
tions, snch  as  the  Farm  Bureau,  the  Grange,  the  National  Board  of  Farmers' 

Orjjanizations,  the  National  Farmers'  Organization,  etc 
Mr.  DrxHAK.  Do  von  represent  all  of  them  : 

Mr.  Spii.i.max.  No,  s  r;  I  represent  those  who  do  not  belong  to  those  organi- 
zations. I  iim  here  in  behalf  of  the  poor  farmer  of  this  country,  who  needs 
credit  and  can  not  get  it  now.  I  am  the  unauthorized,  self-appointed  i-epresenta- 
tire  of  those  men.  For  7i  years  I  was  at  the  head  of  the  department  of  agri- 
culture in  the  State  College  of  the  State  of  Washington,  and  for  16S  years 
I  was  the  Chief  of  the  Office  of  Farm  Management  in  the  United  States  De- 
partment of  Agriculture  here  in  Washington.  My  principal  work  there  was  in 
dev^oping  methods  of  determining  the  cost  of  productton  on  farms.  Those 
methods  are  now  used  by  the  department,  and  they  are  being  used  by  the  States 
as  well.  For  the  past  three  years  I  have  beto  a  writer  f<>r  an  agricultural 
Journal.   That  is  my  history. 

Now,  the  Department  of  Agriculture  has  recently  issued  some  figures  showing 
that  the  farmers  of  this  country  at  tiie  present  time  have  obLgations,  secnxt^ 
and  unsecured,  of  about  $5,000,000,000.  That  represents  the  credit  that  the 
farmers  are  now  using,  but  it  is  not  the  credit  that  the  farmers  could  use  to 
advantage  both  to  themselves  and  to  the  public.  We  all  know  that  the  popula- 
tio!i  is  growing  in  this  country  considerably  faster  than  production  is  growing. 
I  have  in  mind  some  figures  from  the  recent  census  showing  that  during  the 
decade  from  1880  to  1890  the  population  of  this  country  increased  mimewhere 
in  the  neighborhood  of  25  per  cent,  while  the  area  of  crops  in  this  country 
during  the  same  period  of  time  increased  about  33  per  cent.  During  the  next 
10  years,  or  from  1S90  to  1900,  the  populattion  incrensed  about  21  per  cent 
and'  the  crop  area  increased  about  21i  per  cent.  Now,  during  the  period  from 
1900  to  1910  the  population  increased  21  cent  and  the  crop  area  increased 
10  per  cent.  Since  1896  there  kas  been  a  gradual  rise  in  the  price  of  farm 
products,  and  that  is  because  the  growth  of  t]ie  population  is  outstripping;  that 
of  production.  We  need  to  stimulate  production  in  this  country.  I  believe, 
after  long  study — and  I  will  not  say  how  competent  it  was,  but  it  was  just  as 
competent  as  I  was  able  to  make  it— I  believe,  after  a  long  study  of  this  subject, 
that  we  can  not  do  anything  that  will  stimulate  agricultural  ,  production  in 
this  country  more  greatly  than  to  provide  the  cred  t  which  the  fanners  need  in 
production. 

Now,  we  are  not  going  to  get  very  far  in  this  great  problem  of  farm  credits 
unless  we  distinguish  the  different  kinds  of  credits  tliat  the  farmers  have  used 
and  must  have,  I  want  to  give  very  briefly  a  statement  of  the  kinds  of  credit 
and  then  the  relation  of  this  McFadden  bill  to  those  d  ffer(>nt  kinds  of  credit. 
First,  we  have  land  credit,  the  primary  object  of  which  is  to  enable  the 
landless  man  to  acquire  land  and  to  enable  the  nran  who  has  land  to  make 
permanent  improvements  upon  It.  That  is  the  kind  of  credit  extended  by  the 
land  banks.  I  think  that  the  larid  bank  act  was,  perhaps,  the  most  important 
iHece  of  legislation  Congress  has  ever  enacted  on  behalf  of  agriculture,  but  up 
to  tlie  present  time  the  land  hanks  have  on  hand  requests  for  $300,000,000 
and  they  have  money  to  loan  amounting-  to  ai)out  one-tenth  of  that  amount. 
In  other  words,  they  are  a  mere  di-op  in  the  bucket  as  compared  with  the  land 
credits  we  need. 

At  the  last  census  37  \yer  cent  of  the  farmers  in  this  country  were  tenants 
and  owned  no  land.  The  number  has  increased  som'ewhat  since  that  time. 
I  do  not  remember  the  exact  figures  according  to  the  present  census,  but  it  is, 

I  think,  31)  per  cent. 

Mr.  MacGuegok.  Here  are  somie  figures,  and  they  may  contain  the  figures  you 
want.^ 

Mr.  Spillman.  These  figures  show  the  value  in  farms,  but  I  wanted  the  num- 
ber of  farmers.  The  total  number  of  farm  owners  in  1920 — and  the  word 
**  owners "  includes  part  owners ;  that  is,  a  man  will  own  some  land  and 
rent  adtlitional  land— was  3.925,095,  and  in  1910,  3,948,722.   Tliat  shows  a  cou- 
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sderahle  decrease.  Tlie  unniher  of  tenants  in  1910  was  2.3rv4.()7().  and  the  iium- 
?mJl2  "^^^  ^^'^^  2,4.:>4,716.  There  is  an  increase  in  the  number  of  tenants  of 
100,OiO,  and  there  is  a  decrease  in  the  number  of  owners  of  23.G2T.  If  time 
perm  ttetl,  I  could  say  a  good  deal  about  the  causes  of  those  increases  and 
decreases,  but  I  do  not  want  to  extend  the  record  too  much.  I  want  to  get 
to  this  :McFadden  bill,  altliough  this  committee,  as  appears  from  the  state- 
ment you  read  the  other  day,  is  authorized  to  deal  with  the  entire  subject  of 
farm  cred.ts.  ^ 

Mv.  MacGbegob.  Yes;  that  is  what  we  are  after. 

Mr.  SPTLLAfAx.  Senator  Fletcher,  of  Florida,  has  Introduced  a  bill  amending 
the  farm  land  hank  act  that  will  make  available  all  the  land  credit  that  the 
farmers  of  this  country  are  entitled  to.  I  hope  that  hill  will  he  passed;  it 
IS  highly  imi)ortant  that  it  should  be  passed,  and  it  will  enable  everv  tenant 
in  this  country  who  can  get  hold  of  a  piece  of  land  at  a  pr  ce  which  is  not 
above  its  earning  value  to  secure  a  farm,  and  Senator  Fletcher's  bill  will 
solve  the  problem  of  tenant  farming  in  this  country.  It  extends  to  the  land 
banks  the  same  privileije  that  other  banks  have;  that  is,  of  issH  n.ir  notes  on 
.ts  bonds  and  of  us  n;r  those  notes  to  loan  to  farmers.  That  W;1I  at  once 
provide  all  the  land  credit  that  is  nee<led,  but  this  land  cred  t  shiaild  be 
G^r^Uy  distinguished  from  other  Idnds  of  credit.  There  are  two  purposes 
for  land  credits:  One  is  to  enable  a  man  to  buy  land,  and  the  other  is  to 
enable  him  to  make  permanent  improvements  on  that  land. 

Now.  so  much  for  the  first  kind  of  credit.  I  give  these  in  logical  order 
rather  than  in  the  order  of  their  importance.  This  IMcFadden  hill  is  the  most 
important  of  all  these,  as  I  will  show  when  I  get  to  that.  Tliere  is  a  second 
type  of  credit  which  the  farmers  should  use  wh^  they  can  get  it,  and  that 
is  credit  that  enables  them  to  market  their  crops  in  an  orderly  manner 
instead  of  dumping  them  on  the  market  at  harvest  time.  Heretofore  our 
credit  system  in  this  country  has  been  devised  to  meet  the  needs  of  merchants, 
commission  men,  manuiacturers,  and  other  people  who  make  a  quick  turno\er. 
We  have  a  splendid  credit  system  for  that  class  of  men,  I  have  frequently 
heard  It  stated  that  we  have  the  best  banking  system  in  the  world.  I  djb 
not  know,  but  I  do  know  that  we  have  a  splendid  credit  system,  which  does 
meet  the  demands  of  those  I  have  mentioned.  But  the  credit  system  we  now 
have  is  based  on  deposit  banks,  and  a  deposit  bank,  whose  funds  are  liable  to 
be  demanded  at  any  time,  can  not  safely  extend  long-time  credit  on  land, 
nor  a  year's  credit  to  an  organieation  that  is  marketing  its  crops,  nor  to  a 
man  who  is  buy  ng  a  daii-^-  cow.  He  wants  credit  for  a  year  and  maybe  for 
two  years.  However,  as  I  say,  the  ordinary  deposit  bank  can  not  safely 
extejid  tliat  kind  of  ered:t.  This  second  kind  of  cre<Iit  which  the  farmer  needs 
to  enable  h  iu  to  market  his  crops  in  an  orderly  manner— and  by  that  I  mean 
as  the  market  needs  ttiose  crops— will,  I  believe,  be  amply  provided,  without 
any  governmental  action,  throui^  these  eoo^esnUve  organizations  which  are 
now  beins:  formed  over  the  country.  They  themselves  are  providing  means 
to  get  credit  for  innrketins:  purposes,  not  for  production,  not  for  huyinjr  land, 
and  not  for  making  improvements  on  land,  but  for  selling:  wheat,  selling  cotton, 
and  selling  hay.  They  are  getting  that  credit,  and  I  think  no  action  by 
Congress  will  be  needed  to  provide  all  of  that  kind  of  credit  that  is  needed. 

Now  we  come  to  the  third  kind  of  credit  whicdh»  la  my  opinion,  is  the  most 
injportant  of  all  three,  the  kind  of  credit  a  poor  man  needs  who  wants  to  buy 
a  cow  and  has  not  the  money  with  which  to  buy  that  cow ;  he  needs  to  buy 
that  cow  in  order  to  add  to  his  productive  possibilities,  and  he  wants  to  buy  fer- 
tOixer  in  order  to  increase  the  yield  of  his  crops,  but  he  has  no  money.  He 
does  get  credit,  but  he  pays  not  only  usorioos  rates  for  &at  credit  but  aior- 
mously  increased  prices  in  addition.  A  man  wants  to  buy  a  twine  binder;  he 
has  no  money,  and  he  buys  it  on  credit ;  he  pays,  perhaps,  10  per  cent  more  for 
that  binder  than  if  he  paid  cash,  and  he  pays  8  per  cent  interest  on  the  note 
he  gives  for  it,  so  that  his  credit  costs  him  18  per  cent  when  he  buys  that 
binder.  The  same  thing  applies  to  a  man  who  buys  fertilizers  on  credit  Take 
a  man  who  raises  cotton  in  the  South.  He  will  pay  25  per  cent  m<Hre  tiian  Oie 
cash  price  for  the  fertilizers  and  then  pays  10  per  cent  on  that  amount  for  the 
credit  that  is  extended  to  him  by  his  landlord  or  by  a  merchant.  So  it  costs 
him  35  per  cent  to  get  that  credit.  Now, 'under  those  conditions  men  do  not  ^o 
the  things  they  need  to  do  in  order  to  increase  their  production.  This  bill  pro-^ 
viies  credit  for  productive  purposes,  but  not  oiarketing  purposes;  it  wilt 
not  provide  a  Omgke  dollar  for  umx^Bstimg  pw^mm  m4  eImM  not  do  so, 
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cause  it  is  a  whol^  Afferent  kind  of  credit  and  is  to  be  used  for  a  difflenmt 

^""ItZil  not  provide  credit  for  a  man  to  buy  land;  it  f ^ff/J^^f J/^^* 
for  a  man  to  build  a  house,  but  it  will  provn le  oredit  -u  ^^.^^s  aSd  to  hire 
extend  the  acreage  of  his  corn,  to  plant  co  ton  to  buy  feiUlizeis,  an^  «> 
labor.    That  is  the  kind  of  credit  contemp^ted      this  biUL   We  shouW  ^ 
in  mind  these  three  types  of  credit-land  credit,  which  te  provid^^     the  fajm 
land  banks,  and  which,  with  Senator  Fletcher's  aniendi  ient  to  the  : 
amply  provide  credit  of  the  kind  that  is  required:  "^^'j^^'-t^^^/V^/ii' 
»lr«adv  beine  aninlv  provided  bv  cooperative  organizations  through  their 
5Sl  "Sv^nZI:  nna  productive  cr^it  which  beretjrfore^^^^ 
been  extended,  lias  been  extended  by  landlords,  by  merdiants,  and  occaslonaUy 
bv  bants  buTinadeq^^^^^  and  especially  wlien  extended  by  landlords  and  mer- 
chants at  enormous  rates,  rates  which  keep  the  poor  man  poor 

This  bill  if  enacted  into  law.  and  the  credit  ^^^^^^^  P^-'^V/^^/^/^^re^anS  J  Md 
\zed  and  functioning  and  the  insurance  company  f '-o^^^fi^o;^  X 
fnncti...ung,  will  give  every  man  on  a  farm  who 

credit  he  is  entitled  to.   There  are  "«»,whoare  not  «°*^ff J^^.^^^^^^^ 

WU  would  not  give  them  credit  and  should  not  do  so,  but  it  ^^  HI  gne  creait  to 

Si  SS  wCte  ^titled  to  credit,  the  man  who  ,1-^1^ ^'L^^Xr^ In  tie 
munitv.  He  inav  not  have  a  dollar  to  his  name,  but  it  his  "^iS^bors  m  the 
roninmne  with  hiio  are  willing  to  take  a  chance  on  him  and  R^-^Jt^J^^Je 
will  pay  back  that  credit,  that  man  can  get  aU  the  credit  he  can  use  leglU- 

"^MrfMAcGBBGOB.  How  many  fermers  are  there  of  that  kiiHiV  .  t 

Mr.  SPUXMAN.  There  are  a  good  many ;  I  have  not  the  census  on  that,  but  I 
am  prettv  well  acquainted  with  farmers.  t 
Jlr  DuNB^H  Let  me  ask  you  a  question,  and  whenever  I  ask  yeu  a  qoestloo  I 
do  not  want  the^nstructa<^  plaeed  on  it  that  might  be  placed  on  it,  because  I 
im  a^ctalfor  iX4atton.  In  North  Dakota  there  was  great  failure  aniong  the 
SSiSu^on,'anizations  formed  for  the  purpose  of  extending  credit.   How  do 

m;- '  iriM^N.' I  di?  aJknow  there  had  been  any  commune  organisations 

^'  m?  DI7NBAB.  What  is  your  idea  of  the  organlaatton  they  hatl? 
Mr.  SPUXMAN.  Out  th«e? 

Mr  SpmMXN^fdo  not  know  that  they  have  any  organization  for  esten^ 
credit  except  their  banks ;  I  have  not  heard  of  any,  although  I  am  not  vwy 

'^X:^  SSSSnrttfreso^ved  themselves  into  ..mt 
aimeaie'lfo  me  to  he  commune  organizations ;  credit  was  ..verywhere  extended 
".rbanks  have  failed,  and  people  have  lost  an  immense  amount  of  money  or 
r.  iiM"f-ii  ni-  credit  whatever  they  put  into  it. 

\ir  SpillnTI^^^  There  are  no  o^niMtiona  tb^  at  all  siinrar  to  those  con- 
temoiated  in  this  MU.  It  ia  true  that  the  State  has  gone  into  the  banking  hn<;i- 
S  and  that  thev  have  established  a  number  of  hanks  that  are  virtually 
^Ches  of  the  State  bank,  and  they  have  been  h^anin^ 
farnierftoo  liberally,  I  presume,  because  when  this  crash  came  it  was  forad 
th"  ti  n  e  hanks  had  loaned  too  much  to  farmers,  the  very  trouble  that  this  bill 
is  to  remedv.  As  I  said  a  while  ago,  our  banks  do  not  <lare  loan  a  great  deal 
on  lonff-time  loans  to  fanners,  because  if  they  do  they  are  liable  to  go  broke. 

Mr  Btack  Tn  the  studv  I  have  made  of  the  North  Dakota  experiment  I  hnd 
thev  have  undertaken  to  do  this  thing  through  the  deposit  1»anks. 

Mr  Sp  1 1  M  XX  Yes ;  there  is  where  they  have  fallen  down.  This  bill  provides 
a  kind  of  bank  that  is  not  a  deposit  bank,  I  think  the  use  of  the  word  com- 
mnne"  is  an  unfortunate  one  because  it  has  so  many  meanings  that  it  does 
nat  have  in  that  bill :  T  would  be  ghul  to  sec  >^ome  other  word  sul>stituted.  It 
menus  a  local  bnnV;  that  is  what  that  word  -  commune  -  n)eans  there  a  local 
honk  that  does  not  receive  deposits  and  does  not  issue  bank  notes,  but  it  does 
flU  the  other  things  that  we  call  a  banking  business.  That  biU  would  make 
Available  to  any  farmer  who  is  entitled  to  credit  and  who  can  get  the  backing 
of  the  members  of  his  local  society  any  idle  dollar  anywhere  in  the  United 

^^r^DuNBAR.  In  North  Dakota  I  understand  this  credit  was  extended  to  too 
many  people  who  w^-e  not  entitled  to  credit 
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Afr.  Spuxma^.  No;  It  was  extended  by  institntions  which  should  not  harm 
ext^ded  it  to  that  dass  of  people. 

Mr.  Dtjnbae.  What  do  you  means  by  that  class  of  people? 

Mr,  Spitxman.  Well,  T  mean  that  too  many  deposit  banks  extended  long-time 
loans  to  farmers  and  that  it  is  the  thing  I  criticized  at  the  beginning  of  my 
statement — ^that  the  deposit  banks,  whose  funds  are  liable  to  be  demanded  at 
any  time,  can  not  safely  make  9-month  and  12-month  loans  to  fsmierB  <vr  to 
anybody  else,  and  that  is  what  they  did  out  there. 

Mr.  buNRAR.  Then  the  scheme  conceived  by  those  in  power  and  authority 
in  the  State  of  North  Dakota  was  impracticable? 

Mr.  Stillman.  Yes,  sir;  in  so  far  as  it  permitted  deposit  banks  to  make 
long-time  loans  to  anybody,  because  that  was  a  violation  of  banking  economics. 
But  this  bill  here  provides  a  perfectly  sound  system  for  extending  loona  to 
farmers  for  the  length  of  time  that  the  farmer  needs  it.  You  could  lend  monegr 
under  that  bill  for  three  years  if  he  needed  it  for  productive  purposes. 

Mr.  DuNBAK.  You  mean  under  the  McFadden  bill? 

Mr.  Spillman.  Yes.  You  could  make  loans  for  three  years  If  they  needed  It 
for  production  purposes,  but  not  for  anything  else.  By  tiiat  I  mean  aMnetttng 

that  will  r^roduce  the  money  again. 

Mr.  DuNRAR.  As  I  understand  it.  you  are  interested  mostly  in  credits  that 
will  enable  the  landless  farmer  to  become  a  landowner? 

Mr.  Spillman.  I  am  deeply  interested  in  that  type  of  credit — the  kind  of 
credit  that  the  land  banks  extend. 

Mr.  DuNiiAa.  What  credit  are  you  most  particularly  interested  in? 

Mr.  Spuxman.  The  credit  that  is  provided  In  this  bill  that  will  enable  the 
farmer  to  increase  his  production.  That  is  not  so  much  on  account  of  the 
farmer  as  on  account  of  the  Nation  as  a  whole.  The  Nation  needs  that  produc- 
tion. This  bill  here  is  not  a  bill  to  provide  soonethlng  especially  for  farmers, 
bat  this  bill  is  one  that  looiosi  to  tlie  w^fare  of  the  entize  countiy. 

Mr.  Black.  One  of  the  chief  difficulties  tiiat  the  farmer  is  having  is  to  get 
the  cost  of  his  production,  or,  at  least,  that  is  one  of  the  things  that  hinder 
him.  He  has  a  too  high  cost  of  production,  and  the  cost  of  his  credit  is  one  of 
those  items. 

Mr.  SraxMAN.  Yes:  the  cost  of  credit. 

Mr.  BUkCK.  Hexeally  has  to  pay  too  much  for  bis  credit,  and  that,  of  course, 
makes  a  charge  that  we  should  reduce.  If  we  could  lessen  that  charge  it  would 
make  it  easier  and  would  greatly  reduce  his  cost  of  production. 

Mr.  Spillman.  About  one-third  of  the  cost  of  producing  farm  products  IS 
represented  by  the  interest  on  the  farmer's  Investment  and  the  cost  of  hte 
credits.  If  you  could  reduce  the  rate  of  interest  that  the  farmer  has  to  pay  on 
the  credit  that  he  uses  you  would  thereby  make  a  very  material  reduction 
in  the  cost  of  his  production.    That  is  just  in  line  with  the  sugg^tion  you 

made.  ,         ,  ^ 

Mr.  Dunbar.  I  think  you  are  mistaken  in  that  statement. 
Mr.  SpnxKAN.  That  it  amounts  to  one-third  of  the  co«t  of  producoon? 

.  Mr.  Dtjwbail  Yes,  ,    .  xx,       .  ^ 

Mr.  Spillman.  I  would  say  that  I  spent  16  years  in  investigating  the  cost  of 
production  on  farms,  and  I  have  published  a  good  many  bulletins  on  that  sub- 
1ect  I  can  cite  you  plenty  of  specific  instances  where  one-half  of  the  cost  was 
in  the  form  of  interest  upon  the  capital  invested  and  ngon  ^  credit  used. 
Very  seldom  is  that  cost  less  than  one-fourth.  ^r^AAA  o 

Mr  DuNB  VR.  In  other  words,  if  a  man  had  a  tarm  worth  ?50,000,  8  per  cent 
on  that  $50,000  would  be  $4,000 ;  and,  of  course,  you  figure  that  $4,000  as  being  a 

part  of  the  cost?  ,  ^ 

Mr.  Spillman.  Yes;  that  is  interest  on  the  inv€Btm«it.  ^^^^  ^ 
Mr  Dttnbar.  Do  you  not  suppose  that  a  farmer  on  a  $50,000  farm  would 
raiseniore  in  a  year  than  $12,000  or  $15,000  worth  of  products? 

Mr  Spillman.  No;  the  average  $50.00<^  farm  would  not  do  that.  Besides,  he 
has  not  only  that  investment,  but  in  addition  to  the  $50,000  invested  in  the 
farm  that  same  man  has  six  or  eight  thousand  dollars  ha  workii^  capitaL  He 
has  his  horses,  plows,  binders,  etc.,  whi<4i  represent  a  considerable  investment 
and  he- must  carry  a  certain  amount  of  cash  with  which  to  pay  his  hands. 

Mr  Dunbar.  At  what  would  you  figure  his  investment  in  implements,  live 
stock'  etc    in  addition  to  the  $5'0.0<X)  investment  in  the  farm? 

Mr'  Sphi  m  an  That  would  depend  upon  the  type  of  faro^g  and  the  locality. 
That' is  something  that  varies  in  different  States.  I  knbw  of  States  where 
$2  000  worj^  &t  equipmait;  would  be  strfBcient  to  opmte  aUHMlOO  Uxm,  and  I 
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Wow  of  otiier  localities,  wliere  a  different  type  of  farming  is  pursued,  where 
f20,000  worth  of  equipment  would  not  be  too  much.   That  is  something  ttat 

vanes  very  wiflely  with  the  locality  and  the  type  of  farming  followed.  For 
instance,  in  tlie  Palouse  country,  on  the  upper  Colnmbia  River,  where  they 
grow  wlieat  altogether,  one  man  with  six  horses,  a  six-horse  plow,  a  six-horse 
iMirrow,  and  a  six-horse  drill  can  farm  320  acres  of  land.  That  is  all  the 
equtpmwt  be  requires  to  ftirm  820  acres  of  land,  and  he  does  not  have  to  hire 
any  labor  at  all.  One  man  with  six  horses  and  tliat  f&rm  equipment  will  farm^ 
and  farm  ade(]uately.  320  acres  of  land.  Now,  that  is  very  simple  farming. 
That  320  acres  of  laud,  even  at  $100  per  acre,  would  represent  an  investment  of 
$32,000,  but  it  is  really  worth  $150  per  acre  right  now.  That  would  make  an 
investment  of  $48,000,  and  yet  tiiat  one  man,  witJl  stx  horses  and  only  three 
implements,  can  operate  that  ftirm.  Of  course,  he  must  have  wagons,  or  probr 
ably  two  or  three  wagons. 

Mr.  DuNRAR.  All  the  States  provide  for  the  organization  of  banks,  and  why 
could  not  the  special  agricultural  interests  in  those  different  States  be  pro- 
vided for,  or  why  cottM  not  banks  be  organlssed  for  such  interests  in  the 
States? 

Mr.  Spillman.  That  is  what  this  bill  provides  for.   Dp  you  mean  by 

State  legislatures?  .  • 

Mr.  DuNBAB.  Yes.  - 

Mr.  SpmacAK.  You  could  not  get  State  legislation  that  would  be  unifiam 
throughout  the  country.  It  would  take  a  himdred  years  to  get  it  As  a  matter 

of  fact,  you  could  not  get  it. 

Mr.  Dunbar.  I  do  not  want  this  to  appear  to  be  the  result  of  prejudice 
existing  in  my  mind,  but  the  demand  for  this  legislation  seems  to  have  come 
from  some  of  the  Western  Sta:tes  and  the  South,  and  not  from  my  own  State 
Xndiaoa,  nor  from  the  Eastern  States.  ' 

Mr-  SpnxKAN.  The  demand  for  this  particular  bill  here  ought  to  come  from 
mm  who  do  not  even  know  that  there  is  such  a  bill  prepared.  This  bill  would 
mme  mostly,  not  altogether,  but  mostly,  men  who  do  not  even  know  the  names 
<rf  tb^r  Ckmgreseon^ 

They  are  men  who  are  now  paying  25  per  cent,  35  per  cent,  or  45  per  cent 
for  the  credit  that  they  get,  and  because  of  that  fact  they  restrict  th^r  pro- 
duction to  the  merest  living.  This  bill  would  serve  those  men,  and  there  is  no 
demand  from  those  men,  because  they  do  not  know  there  is  a  oossibilitv  of 
getting  it.  *^  ^ 

Mr.  DimBAB.  Do  you  not  believe  that  when  a  man  pays  35  per  cent  or  40  ner 
cent  for  credit  it  is  due  largely  to  his  deficiency  in  managerial  abili^? 

Mr.  Spillmax.  No,  sir;  I  do  not  think  so.  In  some  individual  instances  it 
IS  due  to  that,  and  this  bill  would  not  help  a  man  where  his  difficulty  is  due 
to  inefficiency,  but  the  proportion  of  men  who  could  not  get  credit  or  who 
could  not  get  th^r  neighbors  to  Join  them  in  getting  credit  is  a  small  propor- 
tion m  any  community.  The  Indiana  farma*8  are  fiilrly  prosperous  m  c«n- 
pared  with  farmers  over  the  country.  I  am  not  speaking  about  this  present 
time  of  depression,  but  if  you  will  take  the  last  2o  vears  you  will  find  Iftat  the 
Indiana  farmers  as  a  whole  have  been  pretty  prosperous. 

I  wovdd  like  to  say  a  few  words  now  on  the  relation  of  insurance  to  these 
S091II8  Of  eredit. 

!Che  land  banks  loan  on  both  land  and  buildings;  buildings,  beine  nerishable. 

must  >e  insured  before  the  land  banks  will  recognize  them  as  a  ba^s  for  credit! 

SSfSry'U^i^'  "  "'"""^  ^ 
The  second  type  of  credit  I  mentioned,  namely,  marketing  credit,  is  ex- 
ended  on  the  basis  ot  nonperishable  farm  products  in  bonded  warehouses, 
but  only  when  those  products  are  fully  insured.  They  would  not  be  a  safe 
basis  tor  credit  without  such  insurance.  Again,  this  type  of  insimuloe  is  usually 
readily  available  through  existing  agenciea  "wwuro  is  usuauy 

While  Ij^rance  is  thus  B&m  to  be  an  essential  basis  of  credit  on  farm  im- 
provements and  farm  products  in  warehouses,  in  the  case  of  the  kind  of  rrwiif 

provided  by  the  McFadden  bill  insurance  becomes  Sxe^nSi^otS^ 

^"s^y        integrity  is  entitled  to  credit  and  actualfv  r?cei^^ 
credit,  though  often  at  enormous  cost  But  suppose  we  had  an  adeouato  sv^^^^ 

"^'i^^i^^^V^'""^^"^*^*      *  ^y^te"'  «iat  4l  insure  aiS  le^^ 

and  that  this  tenant  can  take  out  insurance  on  the  crS  he  to 

grow,  this  insurance,  together  with  ttie  backing  of  hia  ^JoJ 
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poor  toiant  a  good  subject  for  credit  and  entitles  him  to  the  lowest  com- 
mercial rates  for  the  money  he  requires  for  his  year's  production.  I  therefore 
look  upon  the  multiple-insurance  feature  of  the  McFadden  bill  as  an  absolute- 
essential  for  the  credit  system  provided  for  in  this  bill.  It  will  enable  every 
farmer  who  is  entitled  to  productive  credit  to  obtain  that  ci-edit  at  the  lowest 
commercial  rate.  I  do  not  believe  that  Congress  could  do  any  other  one  thing 
that  wj)uld  stimulate  agricultural  production  moice  and  relieve  the  poorer 
class  of  faraua-s  of  a  greater  burden  than  would  the  passage  of  ttie  McFadden 
Qiil. 

(Thereupon,  at  1  o'clock  p.  nr..  the  subcommittee  adjourned  until  to-morrow. 
Au^st  16,  1021,  at  10.30  o'clock  a.  m.) 


subcohuittee  of  thk  commixlee  on  banking  and  currency, 

House  of  Repkesentatives, 

Tuesday,  Auguti  16f  19^1. 
The  subcommittee  met  at  10:30  o'dodc,  a*       Hon.  Claraice  MacQzegcK* 
(chairman)  presiding. 

STATEMENT  OF  KB.  B.  C.  ]CIU2ZEBr---Continued. 

Bfr.  MiujKEN.  Mr.  Chairman,  I  would  like  to  show  some  photographs  of  the 

record  in  the  case  of  Metier  r.  The  Fiflelity  Mutual  Life  Insurance  Co.,  Volume 
26,  cases  Nos.  159  to  164,  pa^es  19T6S  to  20612.  transcript  of  records  and  filed 
copies  of  briefs,  1901,  of  the  United  States  Supreme  Court.  As  the  clerk  of 
tbe  Supreme  CJourt  has  one  of  his  deputies  here  waiting  for  the  record,  which 
hfMS  to  be  in  the  custody  of  the  court,  I  am  simply  gohog  to  diow  you  genU^en 
these  photographs  now  that  he  may  take  them  back. 

William  A.  Hunter  obtained  a  policy  of  insurance  in  our  company  and 
pretended  to  drown  in  the  Pecos  River  at  this  point  rij!:ht  here  [indicating].  You 
can  see  the  contour  of  the  bank  from  these  three  men  sitting  on  the  bank. 
The  water  was  only  SO  inches  deep  28  feet  from  the  bank  out  there  [hidicating], 
and  that  was  the  deepest  point  in  the  river  at  tiiat  time. 

Now,  we  had  two  witness  who  testified  that  they  had  seen  that  man  living 
after  his  supposed  drowninjr  in  that  river  at  this  point  [indicating],  on  the 
3d  day  of  December,  1896.  One  of  them  was  the  county  judge  of  Howard 
County,  Tex.,  and  the  other  witness  was  a  man  by  the  name  of  Wallace,  who 
had  seen  him  in  Nashville,  Tenn.,  on  the  22d  day  of  January,  after  his  supposed 
drowning.  Both  of  those  people  identified  his  photograph.  I  never  saw  the 
man  in  my  life,  hut  eigcht  months  after  our  coni]>nny  had  paid  that  man's 
sister  $40.0W,  I  happened  to  run  across  him  in  a  barber  shop  in  Birmingham, 
Ala*,  and  identified  him  from  that  photograph.  I  carried  nim  back  to  Texas, 
imd  a  jury  sent  him  to  the  penitratiary  for  five  years  for  swindling  the 
pedScyholdi^  of  this  company,  because  it  was  a  mutual  life  insurance  company, 
and  every  dollar  of  the  funds  belonged  to  the  policyholders.  There  was  not 
one  dollar's  worth  of  stock  in  the  company.  Now.  I  want  to  show  you  the 
analogy  between  that  case,  where  a  lot  of  shysters  robbed  the  policyholders  of 
that  company,  and  the  effort  of  Gray  Silver,  r^resenting  the  American  Farm 
Bureau  Federation,  to  assassinate  the  character  of  Louis  T.  McFadden. 

The  Chaibman.  What  has  that  irot  to  do  with  the  subject  of  rural  credits? 

Mr.  Mtlliken.  The  only  thing  it  has  to  do  with  it  is  to  show  the  iniquity  of 
our  present  system  of  Government  institutions,  with  paternalism  in  all  our 
credit  institutions. 

The  Chaibman.  I  think  if  you  would  leave  ttie  pMrnml  proposftton  oat  of 

that  it  would  be  much  better. 

Mr.  MiLLiKEN.  It  would  be  bettor  except  for  the  fact  that  the  American 
Farm  Bureau  Federation,  or.  rather,  the  Washington  representative  of  the 
American  Farm  Bureau  Federation,  Mr.  Gray  Silver,  has  gone  out  here  and 
issued  that  statement  that  I  read  to  you,  and  I  will  show  you  the  falsity  of  that 
propaganda. 

The  Chaibman.  I  do  not  think  we  have  any  concern  with  that. 

Mr.  MiixiKEN.  The  only  concern  you  have  with  it  is  because  of  the  politics 
in  it  and  as  it  touches  our  whole  political  credit  system  in  this  country.  Now, 
Mr.  Chairman,  I  have  spent  40  years  of  my  business  and  professional  life  In 
credit  institutions.  I  have  given  them  all  of  my  tMn^  I  ahirted  in  when  in  but 
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teeus  us  a  bookke^^  in  a  country  store.  We  did  a  lai^  business,  and  thiee- 
fourths  of  our  business  was  financed  tiirou^  bills  of  exdiange. 

I  wish  to  say,  Mr.  Chairman,  that  the  statement,  oi-  the  propaganda  state- 
ment, issued  bv  :\Ir.  Gray  Silver— and  he  is  the  author  of  this  statement  which 
I  rpad  to  you.  In  whicli  lie  repudiated  the  action  of  his  executive  committee  and 
in  which  he  repudiated  tlie  statement  that  was  given  out  and  was  published 
In  tbe  Washington  Herald  on  April  25,  which  I  have  read— is  unworthy  of  ai^ 
man  who  pretends  to  r^resent  the  American  farmer.  He  has  already  testified 
before  nearly  every  congressional  committee  on  every  subject,  includnig  ship- 
pinL^  ruilroadinf?,  tariff,  and  finance,  and  now  he  conies  in  here  and  issues 
this  statement  on  insurance.  As  I  have  said,  lie  credits  it  to  Mr.  Howard ;  but 
it  is  Mr.  Silver  who  issues  this  statement.  He  refers  to  Mr.  McFadden,  the 
firman  of  the  House  Banking  and  Currency  Committee,  but  he  never  says  a 
word  about  Senator  Kenyon",  who  introduced  the  same  bill  in  the  Senate.  This 
propaganda  is  issued  for  no  other  purpose  than  lo  destroy  the  influence  of  Mr. 
McFadden.  the  chairman  of  this  committee,  who  is  as  courageous  a  man  as  ever 
•  sat  in  the  House  of  Representatives,  and  a  man  who  represents  a  strictly  agri- 
cultural district.  Now,  Sliver  poses  also  as  a  literary  crttie  

The  Chaibman.  AVhat  do  we  care  about  that? 

Mr.  MiLLTKEN.  Mr.  Chairman,  if  you  could  see  the  propa^^Oa  that  they  are  • 
sending  out  

The  Chaiuaia.n  (interposing).  I  do  not  care  a  rap  about  their  propaganda. 

Mr,  MiujKKN.  Yes,  sir ;  but  it  is  hurting  thts  cause.  ^, 

The  Chairman.  We  are  thinking  about  the  farmer  and  getting  credit  tor  * 
him.   That  is  the  proposition  before  us. 

Mr.  M1U.IKKN.  That  is  true,  but  it  is  the  organization  that  is  involved.  Of 
course,  no  newspaper  would  publish  Silver's  statement  were  it  not  for  the 
farmers'  organization  behind  him.  Silver  is  drawing  a  sahiry  from  that 
organization  of  $32,000  a  year  and  all  expenses  for  lobbying  here  in  Wash- 
faigton.  I  have  been  in  this  city  more  than  11  years  workin<r  for  this  rural 
credit  measure  and  have  received  less  than  $7,500  fi'om  all  sources,  except 
the  money  I  have  made  writing  life  insurance  and  \\ith  my  pen.  Lobbying 
has  been  the  most  expensive  business  I  was  ever  engaged  in,  while  it  has 
been  Oie  most  remun^tiTe  business  Silver  was  ever  engaged  in. 

The  Chairman,  That  has  nothing  to  do  with  this  subject.  We  had  better 
drop  Mr.  Gray  Silver.  We  are  not  interested  in  Mr.  Gray  Silver,  altliou^ 
perhaps,  interested  in  the  arjaiment  of  the  Farm  Bureau  Federation. 

Mr.  MnxiKEN.  Of  course,  the  federation,  like  all  other  corporations,  can 
do  no  harm:  all  the  harm  comes  from  those  in  its  employ.  The  federation 
is  composed  of  some  of  the  best  and  most  Intelligwt  formers  in  the  country", 
who  are  striving  to  better  their  condition.  This  bill,  if  enacted  into  law,  would 
absolutely  destroy  ^Silver's  occupation,  so  far  as  the  subject  matter  of  this 
bill  is  concernetl,  because  it  purposes  to  give  the  corporation  ample  authority 
to  do  a  banking  and  credit  business  commensurate  with  the  hazards  and  needs 
of  agriculture  and  creates  a  "bank  parliament"  composed  of  its  responsible 
fBtrm^  members  to  legislate  for  themselves.  These  provisions  will  take  the 
corporation  out  of  politics,  just  like  the  same  provisions  took  the  Bank  of  '  V 

England  and  Bank  of  France  out  of  politics.  I  pointiKl  out  to  you  the  other 
day  how  these  same  principles,  which  Napoleon  incorporated  in  the  charter 
of  the  Bank  of  France  in  1800,  so  won  the  favor  of  the  French  people  that  they 
forced  their  Parliament  to  apply  it  to  all  credit  institutions. 

If  you  will  trust  the  American  farmers,  as  Europe  has  trusted  their  farmers, 
by  giving  them  amply  authority  to  do  this  business  and  then  create  a  bank 
parliament  for  them  to  legislate  for  themselves,  there  will  be  no  need  for  them 
to  engage  high-salaried  lobbyists  to  work  here  in  Washington.  The  existence 
of  the  lobby  here  is  due  to  the  restrictive  legislation  enacted  by  Congress. 
You  have  further  manifested  your  distrust  in  tlie  people  by  creating  numerous 
bureaus  throuirh  w^hlch  the  public  must  deal.  But  Congress  shows  its  distrust 
in  tiie  bureaus  by  placing  all  manner  of  restrictions  anmnd  them,  thus  making 
lobbying  an  absolute  essential  to  the  doing  of  the  business  of  the  country, 

I  now  wish  to  read  from  the  statement  Silver  issued  to  the  press. 

The  Chaxbman.  Is  that  the  statement  that  you  have  already  rtad  into  the 
record? 

Mr.  MiLLiKEN.  Yes.    I  am  just  going  to  quote  one  paragraph: 

"Moreover,  the  farmers  will  insist  upon  whatever  bill  they  indorse  being 

written  in  direct  United  States  terminology  rather  than  European  phraseology 

used  in  the  HcFttddiBn  IMJ*  « 
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What  word  in  that  bill  is  not  of  American  phraseology?  Not  one.  The  word 
be  has  reference  to  is  the  one  used  to  designate  one  of  the  three  separate  de- 
partments of  the  credit  sodely— national.  State,  and  locaL  The  bill  provides 
three  sets  of  executive  omcCTs  and  three  sets  of  l^slators  for  those  three 

departments  of  the  credit  society.  The  local  department  is  called  a  "com- 
mune"; the  State,  a  branch;  nnd  the  national,  a  central  bank  or  the  society. 
Funk  &  Wagnairs  New  Standard  Dictionary  defines  the  word  "  commune  "  as 
follows: 

"  Commune:  Noun.  The  smallest  pollttcal  division  of  France,  correE^ding 

to  the  township  of  the  United  States ;  a  corporate  body  governed  by  a  maire  and 
municipal  council;  also  a  similar  division  elsewhere,  as  in  Italy  and  Spain. 
2.  Any  community  organized  for  local  interest  and  self-^vernment ;  also  the 
people  of  such  a  community." 

That  is  the  meaning  of  that  word  as  defined  by  this  American  dictionary. 
Ransack  that  and  every  other  American  diet  onary  and  you  can  not  find  a 
mwe  appropi-'ate  word  for  the.^e  local  credit  unions.  "Any  community  organ- 
ised for  local  interest  and  self-government"  precisely  fits  the  meaning  of  tliese 
local  associations,  which  are  both  organized  "for  local  interest"  and  are 
self-governed  by  their  own  members  in  their  respective  communities.  Had  the 
bill  used  tiie  phrase,  local  association  "  instead  of  ^'  commune,"  it  would  liave 
been  a  waste  of  printer's  ink  nnd  entailed  an  expense  in  letter  writing:  for  all 
time  to  eome.  We  employed  tlie  short  French  word  "^^araire"  to  mean  an 
automobile  sial>Ie,  and  in  doing  so  we  not  only  enriched  <»ur  language  but  we 
have  inaugurated  a  great  economy.  "Garage"  has  saved  thousands  of  dollars 
in  s'gn  painting,  not  to  mention  the  eccmomfes  brought  about  in  letter  writing, 
and  those  economies  will  jro  on  for  all  time.  Economy  is  the  basic  principle 
of  rural  credit  as  practiced  in  Kurope.  and  the  bill  qu'te  properly  sets  a  tripod 
example  mi  the  use  of  words,  short  words,  to  desi^mate  the  several  departments 
and  their  offic.als.  But  tlie  word  "garage"  was  taken  from  a  French  dic- 
tionary, while  the  word  **  commune  when  used  in  this  bill  had  a  well-estab- 
lished meaning  in  an  American  dictionary. 

Enough  for  SIh'er's  literary  criticism.  I  now  take  up  another  of  his  criti- 
cisms.  His  press  statement  concludes  as  follows: 

"  Much  has  been  said  of  late  regarding  farm  credit  loans,  based  upon  in- 
surance features,  and  at  a  conference  of  the  American  Farm  Bureau  Federation 
held  in  Washingbn  in  April  careful  c<msid»ation  was  given  to  the  question  of 
insurance  farm  ci^it  and  the  principle  was  indorsed,  but  not  the  McFadden 
MIL** 

As  T  have  already  sai<l,  the  iinance  committee  of  the  federation  set  a  date 
for  Dr  \\\  J.  Spillnian  and  me  to  appear  before  th^  and  explain  the  prin^ 
c  pies  of  the  McFadden-Kenyon  rural  credit  and  multiple  Insurance  bill.  We 
sp«it  three  hours  presenting  its  merits.  Durin?:  that  time  we  discussed  the 
bill  No  fme  was  frittered  away  on  nonessentials,  but  its  fundamental  principles 
were  thorouj?hly  discussed,  especially  the  multiple  insurance  feature.  As  I 
have  already  told  you,  Mr.  Cunningham,  of  Iowa,  the  special  representative  of 
President  Howard!  who  was  sitting  in  at  the  hearing,  remarked  that  he  was 
pav  ng  21  per  cent  for  cattle  insurance,  while  Mr.  Bradfute.  of  Ohio,  said  he  was 
paVng  8" per  cent.  The  federation's  own  members  in  attendance  at  tliat  meet- 
in*^  furnished  the  evidence  for  the  necessity  for  this  measure. 

Dr.  W.  H.  Walker,  chairman  of  the  Finance  Committee,  after  the  hearing 
asked  me  this  question: 

"  Do  you  think  we  should  Indorse  the  bill?   ,   ^   ,  .„     ,  ^ 

To  which  I  replied,  "No;  you  have  not  read  the  bill  and  therefore  can  not 
indorse  it  All  we  ask  from  your  committee  is  an  indorsement  of  its  principles." 
The  indorsement  of  a  bill  is  nothing  more  nor  less  than  the  indorsement  of  the 
essential  principles  contained  in  it,  for  no  one  can  draft  a  perf^  bUl.  The 
d  scussion  was  not  on  the  McFadden  biU,  but  on  the  McFadden-Kenyon  Mil, 
and  it  was  the  principles  of  the  latta:  which  were  indorsed.  The  two  bills  are 
the  same  one  intro(ln<'ed  in  the  House  and  the  other  in  the  Senate.  Mr.  Mc- 
Fadden introduced  it  in  the  House  nearly  a  year  before  Senator  Kenyon  intro- 
duced it":n  the  upper  bodv.  If  the  McFadden  bill  is  bad,  the  Keny<m  biU  is 
eouallv  so  If  the  real  purpose  of  the  propaganda  issued  by  Silver  was  to  de- 
feat what  he  thought  was  bad  legislation,  then  he  should  have  condemned  both 
bills  But  Senator  Kenyon  had  not  conducted  an  investigation  in  which  he 
was  forced  to  divulge  the  salary  paid  him  for  lobbying,  while  Mr.  McFadden 
did  conduct  such  an  investigation,  and  in  order  to  punish  the  latter  this  false 
propaganda  was  issued  by  him  to  the  press.   The  repudiation  of  thQ  action  of 
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the  Finance  Conmiittee  cut  no  fVcure  with  Silver;  neither  did  he  care  a  barbee- 
abunt  itenetitin^'  tlie  American  farmer  on  credit  legislation. 

In  furtlun-  proof  of  my  statement  that  Silver  cares  ^<>«»*^  ^^'^.^ 
latiPB  I  beg  to  narrate  my  personal  i^erience  with  ™,^,'f,,,^f^^ 
year  I  tri^  to  induce  him  to  give  me  an  hour's  time  in  ^^'^^l^^.  f^^^^^ 
ffenernl  purposes  of  this  bill.    I  visited  his  office  more  than  th^ty  times  tn^ 
to  arrange  such  an  appointment.   He  would  invariably  express  a 
the  bill,  but  would  claim  that  he  did  not  have  the  time  then  to      ^^^o  it. 
When  Congress  was  to  recess  it  was  bis  custom  to  go  to      home  m  Marti^- 
w  va ,  every  Friday  and  return  here  the  followmg  Monday,  and  know- 
tagftat'was  his  custom  I  asked  him  if  I  would  not  ha^e  a  better  opportuni^^^^ 
to  present  it  to  him  some  Saturday  in  Martinsburg.    He  replied  ttat  be  naa 
ranch  more  lime  there  than  here  to  take  it  np.    So  I  asked  him  to  ™f 
day  for  me  to  go  there,  which  he  did.  I  made  aU  arrangements  to  keep  the  ap- 
nohitment  bnt  the  day  before  I  was  to  start  I  phoned  his  office  on  some  other 
matter  and  was  told  that  he  would  be  back  here  the  next  day.   I"  otJj^''/Y^7^' 
had  I  not  accidentally  called  up  his  office  I  would  have  made  a  2W-mile  trip  lor 
nothing.   That  was  the  last  time  I  ever  sought  an  interview  with  Mm  on  hub 

*^*^ia«eapon,  at  U.15  o'clock  a,  m.,  the  snbeoBimlttoe  adjourned  natU  Thme- 
tey,  Angort  18, 1821,  at  10  e'dedc  a.  m.) 


StTBooHHrrrEE  of  thb  Oouursrm  on  Banking  and  Cureenct, 

HoxJSE  OF  Representatives. 

ThurmUvj.  Aufjust  18.  1921. 

The  subcommittee  met  at  10  o*dock  a.  m.,  Hon,  Clarence  MacGregor  (chair- 
man) presiding. 

STATEMENT  OF  MR.      C.  MELUXEIT — Continued. 

Mr.  MiLLiKEN.  Mr.  Chairman,  when  the  committee  adjourned  day  before  yes- 
terday to  enable  tlie  members  to  attend  a  session  of  the  House  I  was  about  to 
conclude  my  answer  to  the  Silver  propaganda  issued  to  the  press.  I  replied 
to  two  of  the  criticisms  of  this  bill,  and  shall  now  r^Ay  to  the  third,  namely, 
ttiat  this  bill  wonld  create  an  insurance  monc^oly.  Tb^  aitielam  is  imt  as 
fallacious  as  the  other  two  he  makes. 

Conjrress  could  not  create  an  insurance  monopoly  if  it  tried  to,  because  every 
State  in  the  Union  has  full  power  to  create  insurance  companies  and  confer 
every  power  conferred  in  this  bill  on  the  proposed  inpnrance  league,  and  until 
the  States  surrender  the  power  they  now  enjoy  by  amending  the  Federal 
Constitution  and  giving:  to  Congress  the  sole  power  to  create  insurance  com- 
panies it  is  silly  to  discuss  the  subject  of  Congress  creating  an  insurance 
monopoly. 

In  1754  some  thoug^itful  men  of  London  appUM  to  the  British  Parliament 
for  a  mutual  life  insurance  charter.  The  wise  men  of  Parliament  asked  them 
what  security  would  the  policyholders  have  thnt  the  losses  wouhl  be  paid.  They 
replied  thnt' premiunrs  saved  and  properly  invested  was  all  the  security  they 
needed,  but  I'arliament  thought  otherwise  and  denied  them  the  charter.  So 
they  organized  theuiselves  into  a  partnership  to  do  a  mutual  life  insurance 
business,  and  they  made  such  a  success  of  it  that  when  they  again  applied  to 
Parliament  in  1762  the  charter  was  granted  them  in  the  name  of  the  Equitable 
Life  Insurance  Society.  That  was  the  beginning  of  mutual  life  insurance. 
Therefore  so  long  as  The  right  of  partnership  remains  unimpaired  in  this 
country  the  insurance-monopoly  bugaboo  will  scare  no  one.  ■ 

Silver's  statement  declares  that  our  mutual  insurance  companies  have  "pio- 
vided  the  farmers  with  the  best  and  tn  apest  insurance  in  the  world."  The 
broadness  of  that  statement,  coming  from  a  man  wh(»  has  neither  practiced 
nor  studied  the  business  is  enough  to  condemn  it.  An  ignorant  person  reading 
that  statement,  the  only  class  it  was  designed  to  deceive,  would  imagine  that 
multiple  insurance  was  invented  In  this  country,  when  the  fftct  is  that  a 
majority  of  our  people  never  heard  of  it  The  only  three  dasses  of  mutual  in* 
surance  which  have  been  successfidly  operated  in  this  country  are  life,  fire, 
aaid  live  stock  insurance. 

Mutual  life  insurance  has  been  more  highly  developed  here  than  in  any 
country  in  the  world.   Our  people  applied  and  paid  for  from  five  to  six  times 
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more  of  that  class  of  insurance  than  the  balance  of  the  world,  every  county  in 

the  TTnited  States  Ixvng  supplied  therewith.  Each  of  the  six  life  insurance  com- 
panies which  could  qualify  under  the  chart*^-  of  the  McFadden-Kenyon  bill  has 
individually  more  assets  than  all  the  American  fire  insurance  conipani^\s  corn- 
Dined.  But  their  control  lies  in  a  small  home-office  clique  who  have  nothing  in- 
vested themselves,  and  it  is  the  purpose  of  this  bill  to  dec^^Lse  such  control 
and  place  the  same  in  the  hands  of  real  owners — the  responsible  policyholders. 
Such  a  laudable  effort  makes  no  impression  on  such  a  professioim!  i<tbby;st  as 
Gray  Silver,  History  fails  to  record  an  instance  in  which  any  real  pei  inanent 
refoftn  ever  came  from  the  efforts  of  the  professional  lobbyist  or  bureaucrat. 
And  rural  credit  reform  is  not  an  exception  to  this  rule.  It  was  Raiflfeisen  who 
spent  35  years  of  h  s  life  giving  it  to  the  German  farmeis.  and  AVoUemboi^ 
spent  40  years  of  his  lift\  giving  it  to  the  Italian  farmers.  Their  lives  were  a 
continuous  warfare  aga  nst  the  lobbyist  and  bureaucrat.  They  wei-e  derided 
and  ridiculed  on  every  hand,  but  they  created  something  which  will  last  for  ages, 
because  they  freed  those  credit  institutions  from  the  curse  of  bureaucracy,  to 
which  extent  they  lessened  the  power  and  influence  of  the  kribA>yist  and  bureau- 
-cfat. 

The  "county  mutual"  fire  insurance  companies  are  more  numerous  than 
and  other  class  of  mutual  insurance  in  this  country,  there  being  nearly  fifty 
t*mes  as  many  of  them  as  there  are  of  the  mutual  life  insurance  companies. 
But  those  "  county  mutnals  do  not  op^te  in  half  the  counties  of  the  country, 
whereas  the  live-stock  mutuals  are  virtually  in  their  infancy  and  operate  in 
but  a  few  counties.  A  few  hail  and  frost  mutuals  have  organized,  many  of 
which  failed  because  they  did  not  operate  in  sutficiently  large  territories  to 
obtain  a  uniform  loss  ratio.  The  only  way  for  a  company  to  furnish  a  safe 
weather  or  insurance  is  to  cover  the  whole  United  States,  and  b^ore  It 
attempts  that  extensively  it  should  have  a  large  surplus  fund. 

I  have  already  pointed  out  to  you  how  this  bill  will  provide  a  surplus  of  from 
:$100,000,000  to  $200,000,000  for  the  protection  of  this  league. 

Even  live-stocli  insurance  is  unsafe  when  confined  to  a  single  county,  because  it 
frequently  occurs  that  a  disease  among  live  stock  spreads  all  over  a  county ;  in 
which  ev^t  the  company  would  fail  and  the  live-stock  people  who  paid  the 
premiums  would  suffer  the  loss.  The  only  class  of  multiple  insurance  which 
may  be  safely  conducted  by  counties  is  tire  insurance  on  farm  buildings  which 
-are  isolated,  and  to  do  that  safely  the  amount  insured  must  be  so  limiteil  as  to  . 
place  the  law  of  average  in  operatifm.  AU  the  successful  "  county  mutual "  fire 
<»»mpanie8  carry  small  lines.  If  thete  be  1,000  farmers  in  a  county,  each  own- 
ing a  building  worth  $50,000,  a  company  could  just  as  safely  write  $25,000  on 
each  of  them  as  it  could  write  $500  ea<'h  on  1.0<X)  farm  buildings  worth  $1,000 
each;  but  the  company  with  the  last-mentioned  line  of  risks  would  be  a 
gambler  to  attempt  to  write  $25,000  on  a  single  rirfc 

All  ovcar  the  country  where  we  have  safe  "  county  mutual "  fire  insurance 
•companies  we  find  farmers  going  to  the  stock  companies  to  obtain  sufficient 
insurance  to  cover  their  mortgage  liabilities.  I  have  a  letter  fr*an  a  professor 
of  one  of  the  leading  agricultural  colleges,  who  owns  a  farm,  in  wliieli  he  says 
he  had  to  tlo  that  very  thing;  that  is,  he  had  to  go  to  a  stock  company  to 
secure  sufficient  fnsuriattee  to  protect  his  mortgage.  The  amount  of  his  insure 
ance  was  safe  because  the  "county  mutual"  eawied  its  limit  on  it  and 
proved  the  fxr-oss  to  the  stock  company. 

The  purpose  of  the  multiple  insui'ance  league  would  be  to  cooperate  with 
every  sound,  economic,  and  efficiently  managed  c*ounty  mutual  fire  insurance 
company  in  the  country,  the  "  cotmty  mutual "  carrying  the  small  risfer  and 
the  le^e  the  excess  m  the  larger  risks.  The  very  fact  that  the  *'  county 
mutual"  was  carrving  ts  limit  on  a  risk  and  recomiuemled  ti-e  exc  ss  to  rbe 
league  would  be  the  best  proof  that  it  was  a  safe  risk  for  the  leairue.  The 
"county  mutual''  would  be  in  a  nuich  better  position  to  inspect  the  risks  than 
the  league,  and  tlie  better  the  inspection  the  lower  the  loss  ratio*  and  the  real 
mission  of  every  mutual  company  idioold  be  to  keep  down  the  loss  ratio.  If  the 
became  impaired,  the  "county  mutual"  wcnild  notify  the  league  of  that 
■flict  and  it  would  either  re  luce  the  amount  it  cai'i  ied  or  get  off  the  risk  alto- 
gether.  Eacli  company  would  have  a  common  1  ability,  and  therefore  a  mutual 

interest  to  sei've.  - 

There  is  not  a  word  in  this  bill  requiring  the  farmer  members  of  that  credit 
«bdeCy  to  p»fcnm^8e  the  insurance  league,  as  you  gentlemen  of  this  oumnittee 
:fenow.  If  ^e  fiiffliers  of  0M  county  ham^  wund  and  econonaeaUjr  awnaged 
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foolish  not  to  do  )«o.    If  those  tanners  coniiiiueo  n»  jtm li  1/11*^-^.  .         *.  "'^I'T^H 

mutual "  there  will  be  nothing  but  the  excess  business  for  the  league  tooo  in 
tliat  county.  The  multiple  insurance  league  can  never  become  an  ^ffective 
organization  witiiont  the  cooperation  of  the  farmers  themselves,  and  the  most 
foolish  thing  the  league  could  do  would  be  to  attempt  to  destroy,  it  it  couia. 
any  effective  or^-anization  which  tlie  farmers  of  any  community  had  ^^ectea 

But  suppose  the  league  should  attempt  so  foolish  a  thing  as  to  aestroy 
one  of  those  sound  "county  nnituals."  All  those  fiirmers  would  have  to 
do  would  be  to  go  to  tiie  league's  negative  electors,"  as  I  pointed  out  the 
other  dav  in  answer  to  the  question  of  Mr.  Black,  who  requested  me  to  show 
how  this  control  compared  with  that  of  those  ?:reat  European  banks  Section 
10  of  Article  VIII  of  the  insurance  league  charter  of  this  bill  sets  fortH  tne 
method  of  procedure  to  disqualify  a  trustee  or  director  of  tiie  league.  The 
very  purpose  of  this  bfll  is  to  localise  the  control  of  the  big  life  insurance 
e^pany  which  accepts  th=s  charter.  The  very  reason  such  wmpanies  do 
not  to-dav  enjoy  public  confidence  is  because  of  the  r  centralized  control,  an 
evil  wheh  this  bill  will  cure.  Those  small  "county  mutuals "  enjoy  the 
contideiK  P  of  their  patrons,  and  no  one  could  impose  on  them  simply  becauae 
their  pau  ous  would  not  tol^ate  it  But  such  is  not  the  case  with  the  mi^iial 
llffe  insurance  cotwanies,  and  the  restoration  of  that  confidence  they  must 
enjoy  in  order  to  properly  serve  their  patrons  is  somethinar  which  every 
thoughtful  person  desires.  The  only  way  to  restore  public  confidence  in  them 
is  through  the  r  premium  payers.  That  can  not  be  accomplished  by  mere  law. 
It  must  be  done  by  human  beings  who  support  those  institutions  v^rith  «ie5r 
hard-earned  monev  they  pay  as  preminnm.  The  time  has  never  come,  and 
never  will  come,  when  clerks  will  take  the  same  interest  in  a  business  which 
proprietors  do.  This  bill  applies  the  salient  principles  of  local  self-government 
To  the  control  of  the  company  which  accepts  this  insurance  charter,  and  a 
mutual  life  insurance  company  so  controlled  can  be  trusted  as  much  as  the 
local  mutual  fire  insurance  companies. 

The  permanent  censors  of  the  league  are  to  be  selected  by  one  of  the  com- 
mercial travelers'  organizations,  there  being  two  in  this  country,  the  Un  ted 
Commercial  Travelers'  Association  of  America  and  the  American  Protective 
Travelers*  Association,  which  makes  the  league  its  official  life  insurance  com- 
pany. That  is  something  which  is  new  in  this  country,  but  it  is  not  new  ift 
other  countries.  About  32  years  ago  some  Scotchmen  obtained  control  <tf  <me 
of  the  oldest  Ei^lish  life  insurance  companies. 

I  observed  the  record  of  that  company,  and  T  saw  from  the  insurance  reports 
that,  with  one  exception,  it  was  doing  twice  as  much  ordinary  business  as  any 
British  life  insurance  company,  and  at  one-third  the  expense  of  management  of 
the  American  companies.  I  went  to  Europe  to  see  them  and  to  Induce  them  to 
ccHne  over  here,  and  I  found  out  the  secret  of  its  success.  The  secret  of  it  was 
to  get  the  United  Commercial  Travelers  of  the  United  Kingdom  of  Great 
Britain  to  make  it  their  official  life  insurance  company,  which  they  did.  The 
commercial  traveler  is  a  commercial  ambassador,  and  he  comes  in  daily  con- 
tact with  the  commercial  and  professional  men  in  his  business  They  do  not 
write  insurance;  they  can  not  write  insurance;  and  th^  can  not  tli^DSelTeff 
fill  the  office  of  censor  in  this  company,  but  if  they  make  tiWs  their  official  life 
insurance  company,  and  if  the  league  raises  an  old-age  pension  fund  by  having 
their  employers  invest  $5  per  year  in  such  fund,  as  every  manufacturer  and 
merchant  iii  Great  Britain  does  for  the  United  Commercial  Travelers  of  the 
Kindgom  of  Great  Britain,  they  would  be  Interested  to  a  much  greater  extent  in 
the  len^e  than  any  other  sin^e  class  of  its  policyholders.  This  company  will 
be  handling  both  their  life  insurance  and  the  old-age  pension  funds.  The 
300,000  commercial  travelers  in  this  country  will  meet  yearly  more  people  than 
the  11.0<X),000  farmers,  but  they  are  small  in  number  in  comparison  with  the 
farmers.  They  will  be  worth  more  in  keeping  graft  out  of  this  life  Insurance 
company  by  Meeting  censors  from  amcmg  certified  public  accoudtants  to  liuspect 
this  league  than  any  other  class.  That  is  the  system  of  inspection  which  Is 
provided  by  all  the  British  companies.  They  have  no  such  thing  over  there  as 
Government  inspection,  and  they  are  not  cursed  with  periodical  life  insurance 
scandal  as  we  are. 

In  discussing  the  system  of  banldi«  through  billet  I  ma  diverted  from  my^ 
renmrks  and  I  failed  to  make  one  atat»Mit^  and  tihat  was  as  ta  the  Germaik 


system.  I  made  the  statement  that  the  German  system  started  out  as  local 
deposit  banks  until  the  Government  funiished  the  capital  for  the  central  bank 
which  enabled  the  system  to  go  into  the  open  market  with  rural  bills  of  ex- 
change. The  German  system  banks  both  with  deposits  and  bills  of  exchange, 
but  the  principal  portion  of  its  borrowed  capital  is  through  bills  of  exchange. 
To  be  exact,  I  will  give  you  the  figures  for  the  societies  of  Bavaria,  which  is 
the  second  largest  German  State,  and  which  is  a  strictly  agricultural  State. 
There,  of  the  total  borrowed  capital,  80.2  per  cent  was  raised  on  rural  billa  of 
exchange  and  10.8  per  cent  from  deposits. 

1  would  like  now  to  discuss  the  seventh  section  of  the  bill.  That  is  the  sec- 
tion prescribing  penal  offenses,  and  it  provides  that  any  person  or  dir6dx>r  who 
knowingly,  without  first  obtaining  the  written  approval  of  the  censors  or 
temporary  censors,  makes  a  contract  or  enacts  a  by-law  for  the  league  through 
Wbich  he  is  to  acquire  a  direct  personal  pecuniary  interest,  subjects  himself  to 
the  penalty  prescribed  in  that  section.  That  is  impoi^g  a  penalty  for  the 
violation  of  a  principle  of  law  that  is  well  establi^ed  by  the  equity  courts,  as 
your  chairman  knows.  Equity  prohibits  the  trustee  from  using  or  speculating 
with  any  of  the  funds  of  the  cestui  que  trust,  and  that  law  applies  to  executors, 
administrators,  wards,  and  attorneys.  This  is  a  penalty  for  the  violation  of 
that  well-established  equitable  principle,  and  if  any  of  those  trustees  make  a 
profit  by  any  such  transaction,  the  equity  oourtB  would  force  tiiem  to  dlsgorss^ 
and*  the  profits  would  inure  to  the  benefit  of  the  cesqui  que  trust. 

I  now  take  up  the  question,  naming  of  the  commissioners.  As  you  will 
observe,  the  bill  names  two  of  the  commissioners.  One  of  them  is  Mr.  L.  D.  May, 
a  prominent  shorthorn  breeder  of  Bradford  County,  Pa.  Mr.  F*  W.  HfUrding  is 
the  general  executive  of  the  American  Short  Horn  Breeders'  Aasocti^on,  and 
he  told  me  Mr.  May  was  one  of  the  highest  class  shorthorn  breeders  in  the 
country.  Mr.  Witt  Sears,  the  other  commissioner  named  in  the  bill,  is  a  Jersey 
bre^^der  in  Texas.  There  is  no  other  commissioner  named  in  the  bill.  They 
should  be  named  in  the  bill,  because  you  gentlemen  will  have  more  time  to 
ascertain  whether  those  men  are  the  proper  ones  to  be  appointed  on  the 
commission,  and  whether  they  would  form  a  commission  that  would  inspire 
confidence  than  would  the  President  of  the  United  States.  I  can  say  for  Mr. 
Sears  that  he  organized  the  cooperative  dairies  of  Hood  County,  Tex.  That 
was  20  years  ago.  He  started  in  poor  and  made  his  money.  He  has  developed 
his  pure-bred  herd  of  Jersey  cattle.  Now,  the  principle  thing  the  comnite8ion«» 

'  re  the 
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rural  credit  society  can  operate. 

I  dare  say  that  if  you  were  to  go  up  into  Bradford  County,  Pa.,  where  Mr. 
May  lives,  you  would  find  that  Mr.  May  could  organize  unlimited  liability  com- 
muqes  up  there  and  he  would  not  have  any  trouble  in  organizing  20  oth« 
communes  in  and  around  that  county.  That  county  borders  right  cm  the  State 
of  New  York,  In  that  fine  dairy  section.  The  organisation  is  the  principal  work 
to  be  done,  and  you  must  have  big  live-stock  men  for  that.  You  ought  to  have 
men  who  have  made  their  own  money,  and  have  made  it  out  of  farming. 
You  should  have  men  of  that  type  in  order  to  inspire  the  confidence  that  is 
80  necessary.  I  say  that  because  that  is  going  to  be  the  hardest  fl^t  we  have 
to  make,  and  we  must  organize  six  States  before  the  credit  society  can  be  put 
into  operation.  Therefore  I  say  that  you  gentlemen  can.  and  you  should  by 
all  means  make  an  Investigation  of  those  men.  Then  you  can  find  the  third 
commissioner  to  put  in  there.  You  can  go  through  the  private  acts  of  Congress, 
and  you  will  find  that  the  commissioners  are  always  named  in  the  bUL  I 
cite  you  the  charter  of  the  Potomac  Fire  Insurance  Co.,  whldi  was  organized 
over  90  years  ago.  You  will  find  that  the  commissioners  are  named  in  the  act. 
In  this  matter,  we  should  have  men  who  will  inspire  confidence  in  the  several 
counties  in  order  to  organize  the  six  States.  Those  commissioners  should  be 
scattered  about  over  the  comitry.  There  should  be  one  in  the  Middle  West, 
for'  instance 

On  the  system  of  Inspection  provided  m  this  bill,  I  b^  to  read  from  the 
able  speech  made  <m  this  bill  in  the  last  Congress  by  the  Hon.  Clifford  EL 
Randall,  of  Wisconsin.  I  have  never  read  a  truer  or  nu»re  severe  arraipiment 
of  our  farcical  system  of  governmental  inspection  of  insurance  than  is  con- 
tained in  that  speech.  And  let  me  say  first  that  he,  like  myself,  has  dev<rted 
ccmsiderabie  of  his  time  to  life  insurance  reform.  I  wiA  «f ery  Am^lean  citt«e» 
eottid  read  Utat  iudietsmict  [Beai&ng:] 


64 


£DB4L  CBEDIT  AND  MULTIPL.E  INSUBAHOB. 


HOW  INSUBANCE  X-EAGUK  WOUIJ>  BEFOBM  THE  INSURANCE  BUSINESS. 


I  will  now  diseuss  the  insurance  reforms  which  this  general  insurance 

charter  wmUd  effect.  Here  ajrain  I  must  limit  my  (lis<nission  to  a  partlcnlar 
feature,  namely,  the  system  of  self-inspection  provided  l.y  that  Federal  general 
insurance  charter.  This  system  of  self-insjiet-rion  by  public  certified  accountants 
has  been  thoroughly  tried  in  Europe  for  many  generations,  and  is  far  superior 
to  our  system  of  Oovermnent  inspection  of  financial  in8tituti<ms.  This  Is  tie 
system  by  which  all  the  banks  and  insurance  companies  of  England  and  France 
are  inspected,  and  with  them  there  does  not  occur  such  abuses  in  the  manage- 
nieut  of  trust  funds  as  so  freriuently  occur  with  us.  This  system  of  self- 
inspection  is  employed  in  inspecting  the  rural  credit  sysiems  of  most  European 
constries.  In  proof  of  this  let  me  quote  from  the  excellent  address  of  Wollem- 
ooi^,  the  founder  of  the  Italian  personal  rural  credit  system,  to  the  rtifal 
credit  commission  we  sent  abroad  in  1913.   He  said: 

" '  T5ut  when  the  loans  are  strictly  limited  to  people  residing  in  the  same 
locality  all  become  viirilant  and  act  as  inspectors  for  their  own  protection. 
And  you  will  find  that  inspection  thus  exercised  by  the  members  themselves  is 
fmr  sup^ior  to  any  Ckyvemment  inspection,  since  ea^  man  has  rendered  htii* 
self  personally  liable  and  is  acting  as  inspector  in  his  own  behalf.  As  one  «0 
the  farmers  once  said  to  me,  "  We  are  100.  all  acting  as  spies  on  the  others  to 
see  that  nobody  does  anything  wrong."    (S.  Doc.  214,  2d  sess..  63d  Conij..  p.  26.)' 

•*  Those  were  not  the  words  of  a  rural  credit  theorist,  but  the  greatest  living 
authority  on  the  subject,  ttie  man  who  actually  founded  the  system  in  Italy 
39  years  ago,  and  has  devoted  his  whole  lite  to  giving  the  Italian  farmers  the 
benefits  of  cooperative  credit.  We  can  not  afford  to  ignore  the  advice  of  siiA 
experienced  and  practical  patriots  and  thinkers  as  he  has  proven  himself  to  be^ 
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"At  the  present  time  each  of  the  48  States  and  the  District  of  Columbia  luui-ft 
separat*^  system  of  (Jovernment  inspection  of  the  insurance  companies  operating 
in  their  respective  territories.  Those  systems  differ  little  in  principle  from  each 
other,  and  as  the  legislatures  of  the  States  are  responsible  for  the  State  inspec- 
tion systems,  I  shall  confine  mysidf  to  the  system  provided  for  ttxe  District  of 
Columbia,  as  Congress  al<me  is  responsible  for  it.    There  are  289  insumoee 
companies  and  associations  operating  in  the  District  of  Columbia,  with  assets 
aggregating  $7,721,083,376.  which  the  insurance  department  of  this  dfstr:ct  is 
snppoefed  to  report  upon  as  to  soimdness  and  to  advise  the  dear  pt^ople  that  they 
are  entitled  to  patronage.  The  annnal  appropriatoin  for  this  insumnce  depart- 
mont  is  $13,000.    If  that  appropriation  were  one  hundred  times  what  It  is, 
that  <lepartment  could  accomplish  little  more  than  it  is  now  aceonipl^ne 
under  the  system  it  is  operatin.2:  under,  as  I  shall  proceed  to  show. 
•  "In  the  first  place,  the  average  insurance  commissioTier  is  a  novice  in  ac- 
coontanacy  when  selected  to  that  office,  and  his  selection  is  due  more  to  the 
political  pull  he  exercises  on  the  appointive  power  than  for  a  knowledge  of 
accountancy.    In  the  second  place,  there  is  no  way  bv  which  an  insurance 
commissioner  can  be  promoted  in  that  particular  line  of  v/ork;  that  is  when  he 
becomes  insurance  commissioner  he  reaches  the  top  of  inspection  work  in  h^s 
State    The  desire  to  rise  bnms  in  the  breast  of  every  ambitious  man,  and 
that  is  a  laudable  desire,  and  if  properly  directed  sfaonid  be  encouraged  But 
the  average  insurance  comnnss-oner  is  no  sooner  inducted  into  office  than  he 
gins  looking  al>ont  to  see  how  he  can  advance  himself,  either  in  the  political 
field  or  land  some  lucrative  office  with  some  insurance  company  he  has  been 
employed  to  inspect.   The  whole  history  of  Government  inspection  of  insumnce 
d^onstrates  that  that  d^rtouait  ia  a  kindei^rten  for  political  wirenullPrs 
and  insurance  officials.  *^ 

]\Iost  of  the  shamef  nl  life  insurance  scandals  in  the  past  have  resulted  from 
exposures  from  the  nsiile  fights  among  officials  over  a  division  of  the  spoils  In 
1891  It  Avas  Banta,  the  cashier  of  the  New  York  Life,  who  exposed  the  Beers  ad 
nrfnistration  of  that  company  to  the  New  York  Times,  thus  bringing  about  a  lee^" 
islative  investigation.  In  1905  it  was  Hyde  and  Alexander,  high  officials  of  the 
Equitable,  who  fell  ont  and  washed  their  dirty  linen  in  public,  which  bronefat 
forth  the  Armstron-  investigating  conmiittee,  which  employed  Jud'^e  Charles 
Hughes  as  counsel.  The  mismanagements  disclosed  by  those  two  investigations 
existed  ISmt  years  withont  a  word  of  complaint  from  any  of  the  manv  insuTanc^ 
departments.  Same  pec^le  may  labor  under  the  deln^on  that  the  laws  enactS 
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as  a  result  of  the  Armstrong  investigation  have  rltrhtefl  evervthing  But  they 
figoald  remember  that  only  three  years  ago  the  Pittsburgh  Life  .S:  Trust  was 
^mf^  ahd  m  officials  hftr^  HeM  dtot  to  l^e  p«itentiary  for  robbing  it,  and 
the  mvestigatlon  showed  it  to  hkte  been  insolrent  for  five  years  before  ffi^ 
exposure.  Yet  all  that  time  it  was  oporatihg  in  the  District  of  Columbia  and  21 
of  the  most  important  insurance  Stales  of  the  Union,  and  those  22  insurance 
departments  were  each  year  issuing  to  it  a  clean  bill  of  health  or  i»ermit  to  do 
btisih^  iii  ttmt  mpe^T^  terrltoilea  Why,  it  was  only  lust  vear  that  the  gen- 
eral agents  of  one  of  the  big  mutual  companies  went  to  the  iMMne  office  at  the 
ahnual  eler  ti^n  and  turnetl  out  the  old  president  because  his  sob  was  too  ffree 
in  the  sale  of  sernritios  to  the  company.  Those  general  agents  did  not  propose 
iSj^^u.^  ^^^^  business  ruined  by  giving  publicity  to  that  fact.  So  tln^\-  took 
tane  1^  the  forelock  and  deposed  the  old  president.  These  things  d<»  not  prove 
that  the  new  laws  have  worked  marv^S  In  tiie  management  of  insurance  c\>m- 
^nies.  But  the  law  is  not  self-enforceable,  and  we  must  devise  a  plan  by 
JWhich  the  officials  at  the  home  office  will  observe  the  law,  and  that  is  whtit  thfe 
seif-inspection  system  of  the  Federal  qroneral  insurance  league  charter  of  thfe 
M^Fadden  bill  is  designed  to  do,  as  anyone  will  observe  from  jucareful  study  of 
mat  plan. 

"The  McFadden  bill  provides  for  the  ele<  tion  aiuiuallv  of  throe  public  f-ert*- 
fled  accountants  by  reiSlMmsible  policyholders  who  have  no  xincv  in  the  manage- 
ment of  the  league.  They  iiiust  have  8^  fitiblic  accountants  for  five  years 
before  their  election.  They  hold  office  for  one  yeaf  each  and  are  ineliffiWe  m 
reelection.  Their  salaries  are  $12,000  a  year  each  and  traveling  expense 
while  attending  to  their  duties.  No  two  can  be  residents  of  the  same  Steid: 
The  charter  defines  their  authority  and  duties  in  the  following  words- 
\iu  (AutiioMtjr  df  eeiiboi-g.)  thfe  cehsors  shall  have  power  and  author- 

Itjr  to  supervise  all  elections,  call  d»nM6ii<^  el^fbhs^  audit  m  Hccbunts, 
verify  the  statements,  and  inspect  the  books,  papers,  and  transactiohs,  aHa 
properties  of  the  league,  become  the  custodians  of  one  of  the  kevs  to  the  securi- 
ties vault,  and  approve  each  by-law.  contract,  and  airreement' in  which  a  di- 
inSrest*"^  or  officer  making  the  same  is  to  acquire  a  direct  personal 

"  The  proper  place  to  inspect  a  life  insurance  company  is  at  tlie  home  lOSce 

by  an  expert  possessing  the  power  and  authority  to  visit  all  board  meetings 
The  scandals  in  the  management  of  the  life  insurance  companies  reralt  frm 
the  officers  speculating  with  the  securities  of  their  companies 

The  same  thing  is  true  respecting  the  professional  expert  accountant  Tin  »se 
provisions  in  the  bill  which  require  that  a  censor  shall  serve  but  a  year  and  be 
ineligible  for  reelec  tion  is  to  give  full  scope  to  that  trait  in  human  nature  which 
means  so  much  for  the  |>reservation  of  civilization,  for  each  will  know  that  in 
four  months  a  professional  rival  is  to  come  in  office,  and  that  it  will  be  to  the 
advancemrat  of  that  rivaFs  professional  reputation  for  liim  to  expose  wrong- 
doing which  othera  in  the  same  profession  failed  to  expose.  It  is  by  the  use  of 
professional  censors,  self-selected,  that  the  British  insurance  companies  are 
so  tree  .rom  such  scandals  as  disgrace  us  periodicallv.  It  is  by  the  constant 
criticisms  of  those  institutions  by  professional  experts  who  are  <olfi<ldv  inter- 
I^anHi'?^  publicity  to  the  errors  they  disc-over  that  they  are  free  from 
public  scandal,  and  tterefore  enjoy  such  freedom  in  the  exercise  of  the  i>c»wers 
given  them  by  the  British  Parliament.  A  high  official  of  one  of  the  British 
vSigaUon'^'"^'^  said  to  an  American  in  1906.  during  the  Armstrong  in- 

can  not  for  the  life  of  me  understand  how  you  great  m(»nev-makin- 
Americans  have  the  confidence  you  do  in  your  life  insurance  managemeiit^ 
\f  .rT''^?'^^  ^"^^  * ^'^'^t^'sized  until  some  scandal  is  unearthed,  which  up- 
sets the  business  of  the  whole  world.  We  are  criticized  everv  year/as  it  is  im- 
possible tor  us  to  go  a  year  without  making  a  mistake:  amfit  is  to  the  selfiah 
interest  of  the  public  certified  accountants  who  inspect  us  to  g  ve  pubUclu^^ 
our  errors,  for  fear  of  being  exposed  themselves  the  following  year  b  She? 

^rllll'l.^^^^^  are  bound  to  publish  their 

criticisms,  as  the  advertisement  we  thus  give  them  is  a  part  of  the  conLuu^ 
tion  for  which  they  serve  ns.    Our  GovermnonTTes  not^i^nd  a^^^^^^ 
spect  us,  and  in  order  to  inspire  the  confidence  of  the  pubUc  whose  bu^iBesB  we 
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seA  we  must  employ  these  public  certified  accountant*  who  enjoy  high  reputa- 
tions in  public  estimation.'  ,      i.^  wnniH 

"The  American  in  question  asked  the  British  insurance  othpal  it  lie  wouw 

let  him  see  some  of  the  reports  of  those  censors,  and  the  ^^^^l  ™ 
secretary  and  ordered  him  to  get  the  last  10  annual  m>ort8-  Tbe  American 
said  he  read  those  reports  with  considerable  Interest,  and  while  each  contained 
a  criticism,  but  one  amounted  to  anythin??.  That  one  raised  the  question  of 
ultra,  vires— that  is.  it  raised  the  question  of  the  company  s  corporate  right  to 
do  a  certain  thing  it  had  done.  But  he  said  there  was  not  a  thing  chained  m 
any  of  those  10  annual  reports  of  the  censors  which  smacks  ot  corruW;iTO  or 
wrongdoing.  No  one  can  answer  the  criticism  of  that  Britl*  insurance  omciai 
of  our  paternalistic  insurance-inspection  system." 

The  commissioners  should  be  scattered  about  over  the  country.  Theie  shouia 
he  one  in  the  Middle  West,  for  instance.  ^         *    .    ,J  i 

I  wish  to  sav,  Mr.  (^hairman,  that  Prot.  \V.  I.  Myers,  of  the  Agricultural 
Ck)llege  of  New' York,  at  Cornell;  Prof.  H.  C.  Pilley.  the  head  of  ttie  economle 
departm^t  of  the  agricultural  college  of  the  University  of  Nebraska ;  and 
Dr.  Andf«w  M.  Soule,  president  of  the  Agricultural  College  of  Georgia,  have 
each  written  tlfat  thev  would  like  to  come  here.  I  understand  that  there  is 
no  appropriation  for  that  purpose.  Inasmuch  as  the  feeling  is  that  nothing 
wiU  be  done  until  Congress  convenes  again  after  the  recess,  I  hope  in  wb 
meantime  to  be  able  to  get  some  funds,  or  SOTae  private  funds,  to  pay  the 
emenses  of  those  g^UMoen.  They  can  not  afford  to  pay  their  expenses  here. 
I  do  not  want  to  encumber  your  record  here  with  testimony  from  any  men 
exwpt  those  who  have  iriven. their  time  to  the  subject  and  who  have  spent  years 
in  studying  the  subject.  I  would  not  want  any  except  those  who  have  made  a 
special' study  of  this  matter,  and  those  are  the  only  witnesses  that  I  wouia 
care  to  introduce  on  this  bilL  .^^         ,  ^. 

The  Chairman.  These  hearings  will  be  revised,  and  we  will  then  have  them 
printed  I  would  sugjrest  that  we  postpone  the  examination  of  Mr.  Milliken 
on  the  questions  that  we  want  to  ask  until  after  we  have  had  an  opportunity 

to  go  through  the  hearings.  ^  ^  ^ 

(Thereupon,  at  11  o'clock  a.  m.,  the  subcommittee  adjourned,  subject  tp  the 

call  of  the  diainoaiL) 
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